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EXECUTIVE SUMMARY 4

Recent years have seen the rise of transformational change (TrC) as a cross-cutting priority theme embraced by the climate
finance community. The working definition used by the Climate Investment Funds (CIF) for TrC is:

. As this concept continues
to take hold, the need has emerged to provide guidance on how to operationalize TrC and use it to improve the design of climate
investments.

In response, the Asian Development Bank (ADB) and the IDB Group, comprised of the Inter-American Development Bank, IDB
invest, and IDB Lab, with the support from the CIF, commissioned the development of “Designing for transformation”. This to
document is meant to guide project and program leaders in the practice of designing investments more likely to deliver TrC.

It has been structured as a toolkit, with concise guiding materials that help introduce TrC concepts and reflections into the tools,
methods, and approaches that Multilateral Development Banks (MDBs) use in their day-to-day project and program preparation.

The set of materials contained in this toolkit includes a summary of two general frameworks, ten TMA guiding sheets, and eight
case studies to discuss real-world examples of how transformational change can inform project design, as described below:

e A summary of two cross-cutting frameworks in Module 2, seeks to help designers articulate general ideas around what
constitutes a transformative climate investment. The first framework contains the definition and analytical structure of
“transformational change” as developed by the Climate Investment Funds’ (CIF) Evaluation and Learning Initiative (E&L).
The second framework describes the multi-level perspective (MLP) as an approach to help systematically assess whether
the enabling conditions for transformation exist, and what tactics might be the most promising to deliver it.

e Ten guiding sheets, also in Module 2, contain a description of existing Tools, Methods and Approaches (TMAs) frequently
used by MDBs; through case study analysis (see below) these ten TMAs were observed' to have an important role in
gearing design towards characteristics associated to TrC. Their guiding sheets establish a common understanding around
which activities/analyses each TMA entails, and provides reflections, recommendations and examples on how to design
the application of these TMA in a way that can help strengthen an investment’s potential for TrC.

e Eight case studies in Module 3, exemplify emerging characteristics of TrC and deliver good practice in the use of different
TMAs; in some cases, they also illustrate shortcomings that should be avoided in the future. These cases were selected
to reflect the diversity of climate investments in MDB portfolios: they touch upon clean energy and renewable energy
deployment, sustainable forest management and climate resilience; they cover public and private investments in both Asia
and Latin America. The eight case studies use the frameworks mentioned above, and offer context to the reflections
contained in TMA guiding sheets.

The guidance contained in these materials incorporates insights from MDB practitioners, who were asked to reflect on ways to
mainstream the concepts of TrC in their everyday practice. The reader should bear in mind that TrC has been given a working
definition until very recently, through pioneering work by the CIF’'s Transformational Change Learning Partnership (TCLP).
Therefore, this toolkit is an early first step towards connecting this emerging concept with on-the-ground practical operations,
and will probably continue to be refined as TrC is consolidated in the field of climate finance.

How can designers prepare climate investments that are more likely to deliver transformational change? The
“Designing for Transformation Toolkit” presents practitioners with a set of suggested concepts, guiding questions
and examples to help strive towards this objective.

1 This capacity was determined mainly through case study analysis. The process to select which TMAs to include is described in a separate report, available upon request.
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As mentioned above (see: Executive Summary), this toolkit responds to the emerging need of providing guidance on how to
operationalize the concept of transformational change (TrC) and use it to design climate investments with greater likelihood of
delivering transformational outcomes. To this end, this toolkit is composed of three modules:

Module 1: An introduction to the toolkit. This module offers an overview of materials. It describes the objectives and
composition of the toolkit. It also summarizes some of the key questions and reflections that emerge from all supporting
analytical work on transformational change. Therefore, if you are short on time, we advise you read all of module 1 and then

skim through modules 2 and 3 as needed.

Module 2: Guiding Sheets for project and program designers (set of 2 and set of 10)

-
TrC

-
-
v

ST o Y ()

Theoryof Stakeholder ~ Programmatic
change engagement approach

S e O Y e LI o (5}

Market  Risk Assessment&  Feasibility Economic
analyses ManagementPlans  Studies Analyses

T o () B o )

. Gender
Blendedfoance _nclusion DELTA
Frameworks

Two guiding sheets contain cross-cutting frameworks that will
help designers articulate general ideas around TrC. The first
sheet contains the concepts of transformational change as
developed by the Climate Investment Funds’ (CIF) Evaluation
and Learning Initiative (E&L) through the Transformational
Change Learning Partnership (TCLP). The second sheet
describes the multi-level perspective (MLP), as a framework to
help analyze enabling conditions for TrC and the role of climate
investments in facilitating transformation.

Ten sheets cover guidance given for TMAs that will aid
designers in fleshing out key questions around TrC during
specific project and program preparation activities. Some
sheets refer to TMAs and activities that are relevant at the
earlier stages of design, for example: the creation of a theory
of change and the use of a programmatic approach to articulate
different climate investments. Some others will be more useful
in later stages, when greater project-definition is needed; for
example: when performing feasibility studies and economic
analyses for specific projects.

Each sheet provides reflections, recommendations and
examples on how to tailor these analyses to increase an
investment’s potential to be transformational. These ten TMAs
were selected based on their role and capacity to instill
transformational features into projects and programs?, and their
complementarity in doing so.

2 This capacity was determined mainly through case study analysis. The process to select which tools, methods and approaches (TMAs) is described in a

methodological report that is available upon request.
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Module 3: Case Studies (Set of 8)

Indonesia
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FIP
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SREP
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\

IDB

Group
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CTF

Honduras
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Eight case studies capture the analysis of current climate
investments that contain design features that can be useful to
exemplify  characteristics ~ potentially  associated  to
transformational change. The projects and programs that were
studied target energy-related CO, emissions, sustainable forest
management and climate resilience; they cover public and private
investments in both Asia and Latin America.

Each case study summarizes three main elements: 1) the
objectives and achievements of the project or program; 2) the
aspects of their design that were judged to be possible examples
of characteristics aligned with transformational change; 3) the
main lessons learned applicable to a use of TMAs that are better
geared towards delivering transformational outcomes. Thus,
these case studies offer additional context to understand the
design elements with TrC potential referred to in each TMA
contained in Module 2.

The combination of these general guiding sheets, and concrete examples offered in case studies, seeks to provide a practical
approximation to the concept of transformational change. They hinge on design features that have worked well in delivering
climate solutions that are relevant, that can aim for systemic change, that have potential to scale-up and can prove to be
sustainable in time. In short, that are more likely to be fransformational.

The toolkit has been built upon insights shared by 60 interviewees including project designers, implementers, government
officials, private enterprises, beneficiaries and additional stakeholders. It entailed four site visits, two workshops, documentation
and literature review, and the identification of over 20 TMAs currently used by ADB and IDBG?.

Note: Although this toolkit has been built through an assessment of projects and programs funded by the Climate Investment
Funds (CIF) and channeled through Multilateral Development Banks (MDB), its conclusions can be applicable to a wider
audience aiming at, for example, paradigm shift.

3 For further detail on the methodology, a methodological report is available upon request.
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The main purpose of this toolkit is to provide guidance to project and program designers in the use of existing MDB tools,
methods and approaches (TMAs), in a way that allows them to design climate investments that are better geared towards
generating transformational changes in favor of a low-carbon, resilient development.

This toolkit is not meant to offer a prescriptive step-by-step guide on how to use different TMAs; it is assumed that designers
routinely apply these TMA in a tailored fashion, according to their needs. Rather, this toolkit seeks to provide recommendations
on the sorts of aspects within these TMAs that should be reflected upon, key questions to ask and possible strategies to follow,
to help improve their effectiveness in supporting TrC.

This toolkit with two main audiences in mind:

Primary users: Practitioners involved in the design of programs and projects targeting mitigation
and adaptation to climate change. This includes: project leads and investment officers for both the
public and private sectors within MDBs; donors with a role in the design of project and program
requirements and objectives; consultants or any third party hired to carry out analyses for project and
program design; as well as national governments and private sector enterprises in charge of
designing and implementing climate solutions seeking to catalyze TrC.

Secondary users: The wider climate finance community, including designers and evaluators from
@ @ the CIF; the Global Environmental Facility (GEF); the Green Climate Funds (GCF); development
finance institutions; commercial finance entities; universities and knowledge-based institutions with
a focus on climate change; and any other partner organizations involved in climate change initiatives.

Note: The practitioners that can most directly benefit from the present toolkit are those within MDBs that are collaborating with
the CIF, since these funds already operate based on the concepts of TrC here utilized, and often use several of the TMAs
addressed in this toolkit. The core definition of TrC and concepts used for its operationalization were developed and are being
strengthened through the CIF Evaluation & Learning Initiative, which has supported the development of this toolkit.
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The recommendations in this toolkit have been designed to be applicable to tools, methods and approaches (TMAs) used in all
three different degrees of investment* aggregation: 1) overarching country strategies including multiple projects and programs;
2) programs (interventions that include two or more sub-projects, which can be simultaneous or consecutive), and 3) projects
(a single, self-contained intervention which can be independent or part of a larger strategy).

Different TMAs may be more relevant at one stage or another: while the programmatic approach lies at the heart of investment
plans and the principles of blended finance can be critical to implement multi-layered, ambitious country strategies, programs
may benefit more from tools like a market analysis and a theory of change, which can be more supportive of a sector-specific
set of interventions. Similarly, projects can find more useful an economic analysis or a feasibility study, which are capable of
verifying that a specific intervention is both technically feasible and economically sound, representing the best use of
concessional finance compared to other possible interventions®. Nonetheless, many of these TMAs can be adapted to address
needs that are specific to different degrees of climate investment aggregations.

The toolkit can also be useful at different stages of a project or program'’s life cycle®:

Policy and
planning

Implemen- Preparation
tation and design

Policy and planning stage: Also referred to as “upstream” activities, it is the moment in which designers participate in country
partnerships and regional cooperation activities, review the legislation, laws, regulations, market conditions, stakeholder
interests, to identify whether a proposed solution has priority and pre-feasibility to advance towards preparation. At this point,
the toolkit can help practitioners conceptualize climate investments capable of addressing critical barriers, working with
constraints, and leveraging opportunities present in the prevailing conditions. The toolkit (and in particular, its two cross-cutting
frameworks) can help raise important questions to identify where to concentrate efforts, who to bring to the table, and how to
combine different interventions to promote synergies that increase the transformational potential of the strategy as a whole.

Project preparation and design stage: This moment entails the fine-tuning of the solution through the definition of the
technical configuration for the alternative, the revenue streams, the allocation of risk, the performance on environmental and
social grounds, and the design of implementation arrangements. In sum, it sets the investment up for its approval by
Committees. At this point the toolkit (and in particular, its ten TMAs) can help select the type of analysis needed to a) fully
understand the problem being tackled and define the transformational outcomes the investment will pursue, b) develop a

4 “Investments” refers to both projects and programs designed by MDBs, whether public or private, which in the context of the CIF tend to be included within
a larger country-led investment plan.

5 This is not to say that certain TMAs only work at one degree or another: most of them can operate across them, but their comparative strengths may be
more significant at one in particular, or the way in which they ought to be applied may vary from one category to another.

6 Stages were crafted using as a reference work from: ADB (2019), IDB Group (2018) and Serebrisky, T. et.al. (2018).
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strategy and rationale to reach those outcomes, and c) analyze the economic, technical, social and environmental performance
and impacts of the proposed investment with TrC dynamics in mind.

Implementation stage: Involves the moments for periodic monitoring of the activities and outcomes, including the supervision
of disbursement, financial management, procurement procedures, risk management, and/or safeguards compliance policy. At
this point, the toolkit can be utilized to mainstream TrC considerations into very specific analyses required to get a grasp of a
particular component of the investment, and to update other analyses that will help implementers keep TrC dynamics on the
radar (e.g. risk studies and risk management plans) and adapt to change.

The following Figure reflects the tools, methods and approaches that can be more useful for practitioners at each stage of the
project or program’s life cycle:

Figure 1 Main stages in which the use of TMAs included in this toolkit are most relevant

Tools, methods and

approaches Stages
Policy and planning Preparation and design Implementation
Country ToC (IP) Investment ToC Review and adjust ToC
@//’9 Theory of change (ToC)
: ~ Programmatic IP design Reviewif necessary
approach
S analy sis S engagement S analy sis for S engagement for Ongoing S engagement
orlP orlP investment investment throughout implementation
Eé Stakeholder(S) f
engagement
Deep-div e int;
E Market analyses Market alternatives spi?;ipfic‘\;neal&eot
. i Pl R d
R|Sk assessments and Risks andmanagement plans imp\engtamn ag}/u‘setwp?ann
management plans
. Comparison of investment Comparison of alternatives
Econ0m|c ana|yseS alternatives within a project
o F bility stud
Q%"v f ngale;{?mttydand prefens biy Study folyestment companent of the inv estment
prefeasiolility suaies
KL . . Gender assessment Gender action plan
6@" Genderinclusion and gender action plan implementation
frameworks
(_@L PrinCipleS Of Confsgf,efg’mo” fgro‘gs‘sg;“e?ﬂs Consideration for sub-projects
Blended Finance
DELTA Initial analy sis Periodic ev aluations
Jﬁ (acomponent of ID{Bf;’s impactk)
managementiramewor

t
The diagram is illustrative. Bars are intended to reflect the points in which the 6_%5 Tool E Method e@» Approach

TMAs canbe mostuseful. They do notintend to reflect any quantitative value
related to use, nor implythat they cannotbe used in additional arenas.
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Module 2 contains a set of twelve “Guiding Sheets”, of four pages each. The first two Guiding Sheets are a summary of the
conceptual and analytical frameworks used across the analysis: transformational change (TrC) and the multi-level perspective
(MLP). The last ten Guiding Sheets provide TrC-based and MLP-informed recommendations for each tool, method and
approach (TMA) included in the toolkit.

The TrC and the MLP frameworks provide analytical concepts used in modules 2 and 3:

e The Guiding Sheet on the transformational change (TrC) framework is based on materials developed by the CIF TCLP
to inform the understanding of how TrC is conceptualized and updated in the context of the CIF. It includes the working
definition of TrC and its four dimensions (relevance, systemic change, scale and sustainability) and is accompanied by
other conceptual elements that deepen understanding on the subject (nine arenas of intervention, the theory of
transformational change and seven working hypotheses). All these concepts are the outcome of two years of intense
multi-stakeholder work and consensus-building efforts among institutions working with the CIF.’

e The Guiding Sheet on the explains the main elements of a framework used by scholars
to describe fundamental shifts in social and technical systems (see: Geels, 2002). MLP helps systematically assess
the potential for transformation by considering dynamic, non-linear macro-processes happening at three distinct levels:
landscape (the exogenous factors), socio-technical regimes (the technologies and practices that are well established
in the status quo) and niches (protected spaces where innovation occurs). Transformation, or the process of shifting
from one regime to another, can be supported by a set of factics, which project and program designers can leverage
in order to make TrC more likely®.

These two frameworks are then followed by a set of ten TMA Guiding Sheets, which lie at the center of project and program
design and are the focus of this toolkit. The ten TMAs included in the toolkit were selected based on their capacity to instill
transformational features into projects and programs®, and their complementarity in doing so.

"Detailed information on both the conceptual framework and its application to evaluate concrete projects and programs can be found in the reports carried
out and commissioned by the CIF Evaluation & Learning Initiative. See: Bird, N. et. al. (2019) Transformational change in the Climate Investment Funds. A
synthesis of the evidence. ODI Report for the TCLP. London, United Kingdom, 80 pp.; and Itad (2019). Evaluation of Transformational Change in the Climate
Investment Funds. Final Evaluation Report. Elaborated in association with Ross Strategic & ICF. East Sussex, United Kingdom, 72 pp.

8 For more information on the MLP, as well as detailed explanations of how it relates to TrC, and how it is applied to analyze two case studies, a
methodological report is available upon request.

9 This capacity was determined through case study analysis. The process to select TMAs was structured around three steps: 1. Identification: Done through
two methods: a) explicitty mentioned by interviewees, or b) a clear linkage between the features mentioned by stakeholders as being potentially
transformational, and the information reflected in the TMA. 2. Analysis: TMAs were analyzed to determine their level of contribution to each of the dimensions
of TrC,. 3. Selection: the TMAs that more consistently showed relations to transformational change and its dimensions were selected as part of the core
toolkit and verified with participating MDBs through a workshop-based consultation. As a product of this consultation, gender frameworks, principles of
blended finance and the DELTA tool (as part of the development effectiveness framework used by IDB Invest) were added in the toolkit. More detail is
provided in the full methodological report, which is available upon request.
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The ten TMA- Guiding Sheets of Module 2, along with some of the key TrC-related questions they can help

answer, are as follows:

1.

10.

Theory of change: How to define a vision for transformation and its supporting rationale? How to ensure program and
project activities focus on the main barriers towards shifting a system? How to identify contextual dynamics that might
endanger the validity of key assumptions?

Programmatic approach: How to ensure an investment strategy is encompassing enough to successfully deal with the
multiple levels and barriers towards system’s change? Which existing partnerships and resources can be harnessed to
the benefit of long-term sustainability? How can phasing help solidify a tactical approach to transformation?

Stakeholder engagement: Can the investment address concerns from all key players related to the systems and
institutions it seeks to transform? How can it best generate stakeholder buy-in all throughout the investment's life cycle?
Is strong stakeholder skepticism or opposition expected, and if so, how can it be managed to allow TrC?

Market analyses: How to ensure the investment tackles system-wide market gaps and failures? Do current regulations,
user preferences and emerging products pose any threats to the investment? Are there market behaviors that will need to
be addressed before a transformative climate solution is fully rolled out?

Risk assessments and risk management plans: What exogenous factors should be considered when designing for the
long-term sustainability of the climate investment? How to map the external dynamics that have the greatest role in
ensuring the investment achieves transformation?

Economic analyses: How to account for the investment's “transformational” value to society? What types of outcome
metrics might be most useful to influence local mindsets and behaviors? How can a given investment show it outperforms
alternatives, in terms of delivering sustainable and long-term transformation?

Prefeasibility and feasibility studies: How to corroborate that an investment offers a technically-sound and financially
viable market-changer? What conditions are necessary for it to deliver the best TrC outcomes? How can implementation
arrangements facilitate effective multi-level governance?

Gender inclusion frameworks: How can the gender-climate nexus open up spaces for transformation? Can the decision-
making roles of women (and other underrepresented groups) be harnessed to shift development pathways towards a low-
carbon, resilient future?

Principles of blended finance: What types of projects and contexts lend themselves better to the transformational use
of public and donor funds, in combination with resources from the private sector? What performance should they target in
order to promote market transformation?

Development Effectiveness Learning Tracking and Assessment (DELTA) Tool: Can existing platforms within
Multilateral Development Banks’ (MDBs) be harnessed to mainstream TrC considerations into their portfolio of climate
investments? How can the systematic monitoring and evaluation of effectiveness boost the potential for future TrC?

TMA Guiding Sheets offer orientation on how each of their project and program preparation activities can help designers analyze
complex dynamics that play a role in TrC, and apply lessons learned from previous experiences and analysis (see Module 3).

Why are TMA the focus of this toolkit? The use of TMAs in practice indicates that they are adaptable instruments that help
structure analytical processes which can be powerful vehicles for steering investments towards TrC. They allow designers to a)
gather critical inputs to better understand the dynamics they seek to transform; b) define the project or programs’ rationale and
the strategy that will be deployed to overcome a given problem; c) identify the viability and convenience of the proposed actions,
preparing the investment for any challenges that could be faced along the way; and d) define the mechanisms that will be utilized
to evaluate TrC potential and achievements, adjusting as necessary.
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Eight case studies provide textured analysis for this toolkit. These were selected in collaboration with MDBs, ensuring that both
public and private sector investments were included, as well as investments under all four programs contained in the CIF: The
Clean Technology Fund (CTF), the Pilot Program for Climate Resilience (PPCR), the Scaling-Up Renewable Energy Program
in Low Income Countries (SREP), and the Forest Investment Program (FIP). In order to be considered for case study selection,
an investment had to a) have enough time in implementation as to start to show signs of achieved or potential TrC, and b) be
considered as promising in terms of TrC by the project lead in charge of the investment. The details on the process followed to
select the case studies can be found in the full report behind this toolkit, available upon request.

Module 3 contains a four-pager of each case analyzed. Case studies describe the overall objective of the project, indicators,
dynamics of transformation, TMAs utilized, and lessons learned, among others. They seek to provide a real-world example of
concepts in the toolkit, and trigger a discussion on whether TrC has been effectively achieved.

The projects and programs analyzed, along with a key design question that each case study reflects upon, are as follows:

Asian Development Bank

IDB Group

CTF Indonesia Private Sector Program
Private Sector Geothermal Energy Program

How can the programmatic approach be used to trigger
action in high-risk high-reward TrC environments?

CTF Mexico Private Sector Project
Capital Markets Solution for Energy Efficiency Financing

How can a theory of change be informed by market analysis to
ensure key barriers towards TrC are tackled?

PPCR Tajikistan Public Sector Project
Building Climate Resilience in the Pyanj River Basin

How can stakeholders at different levels be
engaged to maximize ownership, and what role
does this have in TrC?

CTF Colombia Public Sector Program

Technological Transformation Program for Bogota’s Integrated
Public Transport System

How can feasibility studies help shift mindsets towards the
adoption of climate innovation, and is this a sufficient condition
for TrC?

SREP Maldives Public Sector Program

Preparing Outer Islands for Sustainable Energy
Development Program

How can market segmentation and targeted
experimentation contribute to create an appetite for
transformational climate investments?

PPCR Bolivia Private Sector Project
Financial Products to Promote Climate Change Resilience in
Bolivia

When introducing a transformational product or service in a
market, how should stakeholder engagement strengthen market
analysis and feasibility studies?

FIP Lao PDR Project
Protecting Forest for Sustainable Ecosystem Services

Can stakeholder engagement be made part of a theory of
change, and how does this relate to long-term sustainability
and likelihood of scaling up a transformative action?

SREP Honduras Program
Honduras Self-Supply Renewable Energy Program

Should a climate intervention solely focus on building technical
expertise and local knowledge, in the absence of larger enabling
conditions for TrC?
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This toolkit is based on an in-depth analytical process that produced a series of key findings. The following ten questions seek
to condense these findings, turning them into important reflections that practitioners should keep in mind during project and
program design. They are intended to strengthen each of the four dimensions that, according to CIF, must be present to bring
about transformational change in climate finance: relevance, systemic change, scale and sustainability (short definitions are
provided below, and a more through explanation is available in Module 2).

Please note these questions are meant to be exploratory, rather than limitative, and that further detail on the case studies that
exemplify them'? can be found in Module 3.

Dimension: relevance

The strategic focus of a climate investment, impacting low-carbon & climate-resilient development, with sustainable co-benefits.

1. To what extent are intended outcomes aligned to priorities in the host country? Investments may increase the
probability of being championed by local stakeholders and achieve TrC if they target and report on benefits and co-benefits
that are salient to a country’s development agenda. How can project design, especially through its final output and impact
metrics, be strengthened to address this?

For example, the case study on the Maldives’ Scaling-Up Renewable Energy Program (SREP), found that even when the
key indicator for measuring progress was the quantity of newly installed kW/h of renewable energy capacity, team leaders
were deliberate about emphasizing how these metrics translated into impacts on energy security (e.g. reduction in diesel
imports), a topic with strong inter-ministerial interest and support from the governmental counterpart.

2. Are there ways to introduce flexibility in climate programming? Particularly within large multi-year climate-investment
programs, the salience of specific components or projects can sometimes vary (due to changing political circumstances,
unforeseen conditions during implementation, etc.). To what extent can flexible programming add value in terms of retaining
support for and/or boosting the relevance of a climate investment during its roll-out?

For example, the case study on Tajikistan’s Pilot Program on Climate Resilience (PPCR) found that the first of four
components exceeded expectations: due to lower engineering costs than initially estimated and a very positive reception
from end-beneficiaries, it found openness from local stakeholders to deepen climate commitment. Conversely, the fourth
component of the program had to be scaled-back due to incompatibility between design and a changing local political
agenda. Since resource allocation was set from the beginning, it was not possible to re-strategize based on this on-the-
ground information on performance, stakeholder buy-in and feasibility. A positive example was found in the case study on
Indonesia’s Clean Technology Fund (CTF) investment plan: four years into implementation, government authorities, private
stakeholders and ADB team leaders identified that outcomes could be bolstered by increasing support for reducing financial
risks in privately led geothermal projects. This type of investment had become more feasible due to regulatory
improvements and was judged to be potentially more catalytic than public alternatives; thus, the investment plan was
revised in order to adapt to changing circumstances and emerging opportunities for transformational impacts.

10 All examples are drawn from case study analysis made by the authors; interpretations should not be attributed by ADB, IDB Group or any other institution here mentioned.
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Dimension: systemic change
Fundamental shifts in systems and structures.

3. How could the process of exploring the feasibility of low carbon or resilient alternatives contribute to the larger
objective of building local interest and support for transformative investments? Often, the design of transformational
climate investments will involve sharing international expertise to explore the application and performance of innovative
technologies and practices under local circumstances. How can local practitioners and final users best get involved in this
process? How can their involvement contribute to change mindsets, build knowledge communities, and strengthen installed
capacities to increase appetite and readiness towards transformational change?

For example, the case study on Colombia’s CTF project found that by including bus operators (final users) in test runs with
hybrid technologies, these key stakeholders gained a first-hand experience of benefits that were otherwise hard to fully
communicate through workshops and reports. This further helped change their perceptions of risk and resistance to change.
The case study on Honduras’ SREP, documents how the demand for feasibility studies (in this case, for solar photovoltaic
technologies) triggered collaboration and sharing among international and local engineers; by linking these processes to
academia, the program is helping create a knowledge community that could increase readiness for transformation by
expanding local capacities and championship around low-carbon investments.

4. Does the local implementation partner have a culture of innovation and experience in managing innovation-driven
processes''? Since pushing for TrC often requires challenging established practices and putting a stop to inertial decision-
making, it is advisable that designers at MDBs look for local implementation partners with openness, experience and
strategies to manage relatively disruptive innovation within and without their organizations and communities.

For example, the case study on Bolivia's PPCR shows how the idea to create a financial product for climate resilience in
the agricultural sector was championed by Diaconia, a local Development Finance Institution (DFI). In the past, Diaconia
delivered the project “Gas in Casa” (Gas in the House), another first-of-a-kind financial product that had the support from
the IDB Group. Diaconia’s institutional drive towards innovation was consequential in piloting new arrangements
collaboration models to make innovative products take off. This project, for example, required them to re-train their financial
staff in order to further understand agricultural practices and climate change, an aspect that was key for implementation.

5. Do activities contribute to influence practices, decisions and behaviors? How can these be supported and better
accounted for? Often, an important first step towards TrC is to shift mindsets and individual-level appreciation of
opportunities and benefits related to low carbon and resilient development (TCLP, 2018). Despite their salient role, these
shifts can be hard to measure and capture in results frameworks, which could weaken the case for prioritizing them during
implementation. Does the investment require shifting mindsets as an essential logical step towards TrC? If so, how can this
be adequately reflected in metrics? What incentives will open the opportunity to shift perceptions, practices and decisions?

The case study on Tajikistan’s PPCR reflects how the task of helping build resilience in the Pyanj River Basin, involved the
introduction of modern earth-moving machinery to build bank protections. This “bricks and mortar” intervention was coupled
with capacity building efforts, which taught local counterparts how to address environmental considerations, and reflect
upon the maintenance activities that would be needed in the long term. According to interviewees, this created a valuable

" 1t is acknowledged that not all investments with the potential to trigger transformational change are radically innovative. Nonetheless, they often do involve innovative
approaches, or must challenge the standard way of addressing challenges and opportunities. As such, they often involve unproven methods and technologies, which depend
on project performance to gain credibility and point towards larger adoption. This has been an important consideration in understanding the challenges faced by project
designers seeking to deliver investments that contribute to TrC.

and
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space where the community felt directly benefitted and open to internalize the principles of climate-preparedness.
Nonetheless, consultants working on-site pointed out that interest from the government counterpart might have been
strengthened, if the outputs from these activities had been included as key performance indicators in the monitoring and
reporting frameworks.

Dimension: scale

Contextually large-scale transformational processes and impacts.

6.

Is there a pipeline of markets for growth related to this climate solution? How is this considered in the investment’s
design and preparation? A TrC-oriented climate investment might want to be explicit about how it expects to have a
catalyzing effect in a given market. To this end, market analyses and feasibility studies will require enough scope to provide
information about additional market segments, sectors, and potential financial partners that may be targeted once the initial
scale of the project has been covered. This way, stakeholder consultations and decisions on project design can be attuned
to these from the beginning, increasing the likelihood of matching their needs and expectations; also, this process can, with
adequate expectations’ management, create an appetite for scaling-up a potentially transformational climate solution.

For example, the case study on Mexico’s CTF initiative for financing small-scale energy efficiency projects, explains how
project designers initially targeted opportunities in the co-generation sector; nonetheless, its market analysis included an
estimate of the potential to grow towards other opportunities, such as substitution of refrigeration and AC units, lighting
technology replacement, etc. The design of the project’s financial vehicle was sufficiently adaptable to incorporate these
and other types of projects as the demand for them materialized (which was possible by engaging these potential users
through workshops). The case study on Maldives’ SREP program presents another example: Preparatory studies for solar
PV deployment considered three “island typologies” (as opposed to a single “generic” study for an island). These types
differed according to baseline circumstances and potential for renewable energy penetration. Specific pilot studies with
tailored solutions were crafted to address each type. In consequence, results from these pilots were very successful in
getting more islands interested (as more specific referents reduced perceptions of risk for different islands) and allowed
project implementers to lay out a clearer roadmap for scaling up. A third example is Honduras’ SREP, which targeted the
installation of solar photovoltaic systems in an industrial rooftop as a demonstration project, due to the potential that had
already been identified in other industrial parks with large roof surfaces and high solar radiation.

7.How do decisions on project design maximize the potential for replication? It has been observed that in some

instances, the selection of simple methods, the use of pre-established networks of resources for implementation, and/or
the creation of blueprints that can be adapted, can favor the likelihood of climate innovations being adopted and expanded.
Is project design aligned with a scaling-up strategy, and if so, how? What pre-existing structures for wider adoption can it
harness? Is the project creating any models that could be subject to adaptation and replication? Will its characteristics make
it likely to transcend its initial scope of adoption?

For example, the roll-out of Bolivia’s product for climate resilience included Unidades Académicas Campesinas (UACs in
Spanish, Peasant Academic Units) as partners in implementation: this is a pre-existing network of university-trained young
professionals with basic knowledge of agricultural and livestock sciences, and they have presence in many rural
communities in Bolivia. Within the financial product’s business model, UACs were made responsible for advising farmers
on appropriate measures to adapt to climate change; these measures were purposefully selected and designed by the DFI
and UACs to be simple to implement, increasing the chances of being adequately communicated and adopted despite low
levels of expertise in rural communities. Although initial scope only included pilot projects in three local agencies, these
design features are making scaling-up possible in other Bolivian agencies. Another example is the CTF project analyzed in
Mexico, which involved the creation of a financial vehicle and governance structure to aggregate small-scale energy
efficiency projects and mobilize them in capital markets. The financial and legal arrangements of this vehicle constitute a
blueprint structure for small project aggregation and mobilization, which is being replicated in other markets (e.g. India),
and sectors (e.g. renewable energy).
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8.How can M&E appeal to potential partners for future scaling-up? First-of-a-kind projects often need to prove their

performance before they can gain access to a wider community of support for scaling-up. What are the subsystems (e.g.
value chains) and the metrics that can get more partners involved? What are ideal channels for dissemination?

For example, the CTF project in Mexico explained above, by its very nature had to adapt to the rules of capital markets,
which require transparent daily reporting of performance that institutional investors keep track of. This is intended to help
close a knowledge gap in understanding and accounting for the cumulative profitability of small-scale energy saving
projects, while potentially widening the appetite of institutional investors in this type of projects.

Dimension: sustainability

The robustness and resilience of changes.

9.

10.

How can the project detect changes in enabling conditions ahead of time? What types of alternative resources can
the project tap into if needed? Often times, climate investments will need to adapt to changing circumstances in order to
stay afloat during the multiple years that a transformational intervention requires. Certain project preparation activities such
as stakeholder engagement, risk management strategies and the definition of implementation arrangements can be geared
towards making sure the project is receptive and readily adaptable to change. These can help answer: What are the
exogenous factors most likely to change and that have an impact on the project? To what degree would the project be able
to leverage networks of technical, social, financial support in order to readily respond to these changes?

For example, implementation arrangements for the Maldives SREP mentioned above, included short feedback loops
between the operation staff at the utility companies, and management staff at the Ministry of Environment and Energy. This
endowed it with a swift operation that was responsive to on-site implementation challenges, and that avoided decisions
based on political shifts. In Bolivia, the selection of a local implementer that had extensive local networks and a deep
context-specific insight of market conditions, gave the project resourcefulness at different points in time when the project
faced obstacles (for example, upon the approval of a new Law for Financial Services, which had an impact on the business
model of the product and called for further financial support).

How are groups with different views or competing interests considered in design? Due to their scale and ambition,
transformational investments are likely to face opposing views. Therefore, it may be of strategic relevance for project
designers to map out potential dissenters early on and understand their degree of influence over outcomes. What
information can be generated to address the views held by these audiences? What concessions might be allowed to reduce
the likelihood of them blocking the way of change?

For example, Maldives SREP faced opposition from groups that were skeptical of an energy transition towards renewable
sources. This was largely due to failed attempts in the past: Other projects had also aimed at reducing diesel consumption
but had failed to consider that the over-capacity in current diesel-based machinery resulted in larger inefficiencies once
renewables were brought into the energy mix. In consequence, the SREP design conceded to couple investment in
renewables with energy-efficiency improvements in diesel-based systems, which both saved energy and made renewables
feasible. This neutralized opposition and made the adoption of renewables more palatable in the local context.

Transformational Change

Strategic changes in targeted markets and other systems, with large-scale, sustainable impacts that shift and/or accelerate
the trajectory toward low-carbon and climate-resilient development.

Does the political landscape and sector analyses signal a timing that makes transformation achievable? Aiming for
TrC will require investments that are not merely ambitious, feasible and supported, but that can deliver change at “a right
place” and at “a right time” where and when they can be truly catalytic. Projects may risk falling short of this due to an
inaccurate assessment of exogenous variables or unrealistic expectations around enabling conditions. In this regard,
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designers can ask: Is there a proven latent demand for a transformational investment? To what extent will its
transformational potential depend on exogenous factors remaining stable, and are they likely to do so? Are relevant political,
economic and social dynamics favorable to TrC, and if not, how could they be improved?

The Multi-level Perspective (MLP) included in this toolkit seeks to provide project and program designers at MDBs with a
framework to systematically think about these factors and dynamics. The MLP has been widely used to study evidence from
past social and technical transitions, suggesting that structural and deep change will be most likely in times and places where:
a) promising niche-innovations are supported and allowed to gain momentum; b) established norms, practices and technologies
are challenged or de-stabilized, and/or c) potent exogenous elements (e.g. the price of oil) create pressures to change the
status quo. The MLP is only one of several methodological alternatives that practitioners may consider to more robustly assess
whether the conditions for transformation exist, and whether they can be strengthened through readiness activities included in
the package of a climate investment.

Note to reader: Limitations

e The case studies analyzed were selected based on the opinion of MDB project leads and literature review. They are not a
representative sample of the projects and programs financed by the CIF or designed by these MDBs.

e The case study selection process considered as its main criterion the presence of signals of potential for TrC. Since all
cases considered in the sample are relatively recent projects and programs —most of them ongoing—, neither MDB project
leads nor the authors of this toolkit can conclusively point towards these cases as being catalyzers of TrC. Nonetheless,
authors are conclusive about the contribution that certain design elements in these cases make to strengthening the
potential for TrC in program and project preparation. Furthermore, they provide valuable design lessons that project
designers can capitalize in order to increase the likelihood of TrC.

e The projects and programs selected were designed before the TrC conceptual framework was developed, and therefore
this assessment should not be used retrospectively to score their performance on TrC grounds such as scale, systemic
change, sustainability and relevance.
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ADB Asian Development Bank
CIF Climate Investment Funds
CIF-AU Climate Investment Funds Administrative Unit
DELTA Development Effectiveness Learning Tracking and Assessment Tool
DFI Development Finance Institution
DRMC Disaster Risk Management Committee
E&L Evaluation and Learning Initiative
EE Energy Efficiency
ESCO Energy Service Company
FIP Forest Investment Program
GAP Gender Action Plan
GCF Green Climate Fund
GEF Global Environmental Facility
GHG Greenhouse Gases
Glz German Corporation for International Cooperation
IDB Group  Comprised of the Inter-American Development Bank, IDB Invest and IDB Lab
IFC International Finance Corporation
IP Investment Plan
MDB Multilateral Development Bank
MLP Multi-Level Perspective
NDC Nationally Determined Contributions
PPCR Pilot Program for Climate Resilience
PV Photovoltaic (Solar)
RE Renewable Energy

Reducing Emissions from Deforestation and Forest Degradation and the Role of Conservation, Sustainable Management of Forests

REDD+ and Enhancement of Forest Carbon Stocks in Developing Countries
SCF Strategic Climate Fund
SREP Scaling Up Renewable Energy Program
TCLP Transformational Change Learning Partnership
TMA Tool, Method or Approach
ToC Theory of Change
TrC Transformational Change
UN United Nations

Note for all modules: All monetary amounts are in U.S. dollars (US$)
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e Approach: A set of conceptual or analytical elements that define a specific way of dealing with a situation or problem. Contributes to the
definition of the general perspective and objectives of a program or project.

e Arenas of intervention*: An entry point to take action to alter the course of events and enable or catalyze transformational change.

e Landscape: A broad exogenous environment, characterized by trends and long duration processes, that is beyond the direct influence of
regime and niche actors, but can open windows of opportunity to exert change. Within the MLP framework, it includes factors that either: 1)
do not change (or that change very slowly), such as physical climate, 2) rapid external shocks, such as wars or oil price fluctuations, and 3)
long-term changes in a certain direction (trend-like patterns), such as demographical changes.

*  Method: A procedure for accomplishing or carrying out something, specially a systematic or established one. Usually refers to a step-by-step
process that allows practitioners to carry out complex analyses to define specific aspects of a project.

e Multi-level perspective (MLP): An analytical framework to understand the dynamics of socio-technical transitions at three main levels of
analysis: landscape, regime and niche. Developed in the early 2000’s, it combines concepts from evolutionary economics (trajectories,
regimes, niches, speciation, path dependence, routines), science and technology studies (sense making, social networks, innovation as a
social process shaped by broader societal contexts), structuration theory and neo-institutional theory (rules and institutions as deep system
elements that structure actions)?2.

e Niche: Incubation spaces that protect novelties against market pressures derived from the mainstream. Radical innovations, learning
processes and networks of novelty contribute to the development of niche innovations, which gain momentum and can eventually compete
with established practices or technologies in the regime. Within the MLP framework, this level is the most flexible, transformative arena.

*  Regime: Established practices and technologies, stable institutions and incumbents. Combines a set of rules in policy, science, culture,
technology, industry and markets that stabilize existing systems of decision-making, heuristics, technological operations, etc. Within the MLP
framework, it is a level less stable than the landscape, but more stable than the niche.

* Relevance*: “Strategic advances that accelerate or shift the trajectory of progress toward low carbon and/or climate resilient development in
targeted countries and sectors”

e Scale*: “Catalytic processes that significantly expand and diffuse the development and deployment of low carbon and climate resilient
technologies, infrastructure, and other innovations, increasing their supply and access.”

e Sustainability*: “Transformational changes that are designed to be financially, economically, environmentally, socio-politically, or physically
robust and resilient. These changes are durable and lasting in ways that lessen the likelihood of reverting back to past practices and persist
over time.”

e Systemic Change*: “Deep, fundamental shifts in patterns of individual, institutional, community, and/or private sector decision making,
actions, and behaviors in targeted markets or other systems that advance low-carbon and climate-resilient development.”

e Tool: A standardized framework used to carry out a particular function. Tends to have clear information fields that structure a specific aspect
of a project, and usually works alongside other tools as part of a larger method.

e Tools, methods and approaches (TMAs): Practices, analyses and perspectives used during project design and implementation to
understand a problem, define a strategy to address it, and measure the effectiveness of the intervention. Among other things, TMAs provide
context, validate eligibility criteria, determine feasibility, explain causal relationships, estimate expected outcomes and allow comparisons
between multiple alternatives.

Note: Elements with * were taken from: Itad (2019). Evaluation of Transformational Change in the Climate Investment Funds. Final Evaluation
Report. Elaborated in association with Ross Strategic & ICF. East Sussex, United Kingdom.

12 Geels, F. (2011). The multi-level perspective on sustainability transitions: Responses to seven criticisms. Environmental Innovation and Societal
Transitions 1 (2011) 24-40
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MODULE 2. GUIDING SHEETS FOR PROJECT

AND PROGRAM DESIGNERS

Introduction to Module 2

This module presents projct and program designers with a series of guiding sheets that can help use everyday tools, methods and
approaches (TMAs) in a way that is more conducive to transformational change (TrC). The first two guiding sheets (#1 and #2) present
cross-cutting frameworks with key concepts and strategies related to TrC. The remaining ten guiding sheets (#4-through #13) exemplify
how TMAs oftenusedin the process of projectand program preparation can be tailored to address transformationa change dynamics.

Each TMA shown here reflects a unique angle in the process of project and program preparation, and designers are not expected to use
them all. Each of them was selected on the basis of a series of case studies (see Module 3), where aspects of design that were identified
as contributing to strengthening TrC potential were predominantly linked to these ten TMA.

For further details in the selection criteria and other methoddogical aspects, please refer to the Full Report, avaiable upon request.

Table of Contents (click on hyperlink)

Conceptual Framework: Transformational Change (TrC)*
» Analytical Framework: Multi-level Perspective (MLP)*
*  How to read the TMA guiding sheets

»  Theory of change (and other investment-rationale tools)

*  Programmatic approach

»  Stakeholder engagement

*  Market analyses

*  Risk assessments and risk management plans

*  Economic analyses

»  Prefeasibility and feasibility studies

) Gender inclusion frameworks Nok: The user is advised to first read
guiding sheets marked with a * in order to
«  Principles of blended finance ® gain f@milarity with he cncepts of

transformational change. Al other matrials
are stand alone doauments hat can be
DELTA tool consulted individually and as needed.
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Transformational Change (TrC)

The conceptual framework around TrC applied to climate action is a work in progress beingcarried out by the Climate Investment Funds
Transformational Change Leamning Partnership (TCLP). The working definition* of transfomational change accordingto the TCLP is:

Strategic changes in targeted markets and other systems with large-scale, sustainable impacts
that accelerate or shift the trajectory toward low-carbon and climate-resilient development,

In order to further characterize it, the TCLP proposed a set of four underlying dimensions of TrC, all of which are interdependent and
necessary to achieve TrC: relevance, systemic change, scale and sustainabilty. Official definitions are shown in gray; additionally,
practitioners are presented with some reflections on how they could further operationalize these concepts.

Dimensions of TrC *This definition is still under discussion and is likely to evolve.

Relevance

Strategic advances that accelerate or shift the trgiectory of progress toward low carbon and/or climate resiient
developmentin targeted countries and sectors.

In practical tems, a climate solution that exemplifies relevance can be seen as that which advances low-carbon and/or climate-
resilient development, by tackling the most important sectors and subsectors in that country or market through the best practices
and technologies available. Ideally, a relevant salution should be able to demonstrateit is comparatively better than alternatives.

Additional aspects of this dimension according to working definitions by TCLP include: thematic/sectorial relevance, adaptive and
flexible design, alignment with contextud politica economy factors, achieving co-benefits and advancing sustainable development.

Systemic Change

Deep, fundamental shifts in patterns of individual, institutional, community, and/or private sector decision making,
actions, andbehaviors in targeted markets or other systems that advancelow carbonand climate resilient development.

In practical tems, a climate solution that exemplifies systemic change can be seen as that which strategically aligns interventions
needed to address key barriers (e.g. requlatory, market, cutural, efc.) and faciltates deep shifts in decisions, institutions and
behaviors, in orderto advance low-carbon and climate-resilient development.

& o Scale

.;v?“ Catalytic processes that significantly expand and diffuse the development and deployment of low carbon and climate
resilient technologies, infrastructure, and other innovations, increasing their supply and access.

In practical tems, a climate solution that exempilifies scale can be seen as that which focuses on processes and impacts that are
potentially large, given the context. It has a clear path to expand its benefits, whether it is because it can be replicated,
accelerated, or otherwise extended in order toimpact wider markets, additional geographies, deeperstructures, etc.

Sustainability

Transformational changes that are designed to be financially, economically, environmentally, socio-poltically, or
physically robust and resilient. These changes are durable and lastingin ways that lessen the likelihood of reverting
back to past practices and persist over time.

In practical tems, a climate solution that exemplifies sustainabilty can be seen as that which is financially, economically,
environmentally, socio-politically and physically robust, resiient and lasting, meaning it can endure and respond effectively to
shocks (e.g. political change, naturalhazards, etc.) and therefore lessens the likelihood of reverting to past practices.



Designing for Transformation: A Practice-Oriented Toolkit for Mainstreaming Transformational Change in Program and Project Preparation Processes

CONCEPTUAL FRAMEWORK: TRANSFORMATIONAL CHANGE

Arenas ofintervention

24

A second conceptual tool developed by TCLP is a series of nine entry points for climate action, which seek to enable or catayze

transformational change: thesereferto nine arenas of intervention.

@

Financing

Interventions that leverage, complement, and
coordinate other funding sources to evolve financing
structures over time, with a focus on crowding-in private-
sector financing. They use capital to buy down costs
and/or cover risks in ways that lower longer-term costs
and risks through economies of scale and market
transparency and development, as well as that use
financial incentives to shift behaviors and decisions.

Institutions

Interventions that focus on building or strengthening
institutional capacity among key public sector (national,
regional, and local) and civil society organizations
operating within the country. Interventions that develop or
enhance institutional communication, coordination,
and collaboration among organizations workinginthe
country, including MDBs and otherinternational partners.

Markets

Interventions that expand private-se ctor awareness,
capacity, and opportunities to enter and successfully
participate inlow-carbon and climate-resilience markets.
Interventions that establish clear, predictable market
rules, mechanisms, relationships, andinfrastructure ©
overcome barriers and support private-sector market
involvement.

@__

Policies

Interventions that support the development or testing of
laws, policies, or regulations that create an effective
enabling environment fordeploying low-carbon and
climate-resilient development solutions. Includes laws and
regulations promulgated through formal legislative and/or
public-sector palicy-making processes— as well as
through policies and plans.

®__

Practices and
Mindsets

Interventions that seekto influence individual or private-
sector practices, decisions, and behaviorsusing tools
and techniques drawn from social marketing and other
fields. These approaches often involve shifting mindsets
and individual-level appreciation of opportunities and
benefits, and they recognize the power of social bonds
and relationships in establishing and reinforcing norms
and practices.

!

@_

Govemance and
Engagement

Interventions that buid strong and durable country
ownership and support for CIF-supported interventions;
that ensure meaningful inclusion, engagement, and
empowerment of relevant parties (includingwomenand
indigenous peoples); and/or that ensure the full range of
salientbarriers to transformation are identified and
addressed through a programmatic approach.

®__

Knowledge and
Information

Interventions that generate, share, and/or diffuse
information to enhance knowledge and expertise to
support accelerated and scaled implementation of low-
carbon and climate-resilient development. These
interventions include research and analysis,
measurement and evaluation, learning partnerships,
and training and capacity building for local
populations.

@_

Natural Capital

Interventions that work with natural systems to reduce
greenhouse gas emissions or make other physical
changesto improve ecosystem resilience. This arena
includes reforestation and enhancement of forest carbon
stocks, increasing the agro-ecological potential of an
area, and habitat restoration to protect native species,
preserve biodiversity, orimprove ecosystem health.

g__

Technologies ad
Infrastructure

Interventions that support the first use of key
technologies ina country to demonstrate their
effectiveness, that develop technology deployment
competencies in the private and public sectors, andlor
that drive reductions in technology deployment costs
and risks (e.g., through economies of scale,
implementation data to inform investment risk
assessments). Interventions that improve the
infrastructure necessary forlow-carbon and climate-
resilient development.

Source: TCLP, Climate Investment Funds

In order to achieve these transformative interventions, practitioners are advised to “map-out” prevailing practices, technologies and values tied tothe
appropriate arena of interest. The guiding sheet on the multHevel perspective (MLP) framework offers insight on how TMAs can help achieve this objective.
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CIF Draft theory of transformational change
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TrC within the TCLP is analyzed according tothe folowing theory of transfomational change (ToT C). The theory aims at both fundamental
shifts, and improved enabling conditions needed to make transformational change possible. This ToTC is an iterative work, and further

refinement is expected.

: Planning
Pathways

Relevanue S(ale ESysﬁemic Change !'ilSustainability

CIF-supported
Investments

CoMPLEX DYNAMIC CONTEXT: Political Economy and Current Development Pathways

Implementation

EIEVS

CIF-supported
Outcomes

Advanced
Development Pathways

Transformational
Impacts

@ o I

-l e

@ P @ A

Relevant Scaling progress:

programmatic Deployment and_diffusion of

approach: CIF investments ! . ’ System changes: tec%n%logies and innovations Interim impacts:

. _ develo%%d and Institutions gv"e%gcn%nqn Mearkets E”A%?E;?th'néh'“s to tip systems and markets Increased RE and
Strategic planning approved to systems energy access
{?énsformationm gvl.)nsl sa t?isbl?sm?gs’ Sustaining progress: Effective climate

h chande ! i Interim outcomes: Institutionalizing and resiience policies

change Iterations Improved enabling mainstreaming” change and plannir?g
within and T‘ﬂﬁ%ﬁgm conditions to support

Strategic, inclusive MDBt’ country, and - across arenas change Adaptive responses to Ultimate impacts:

engagement g\l]\;e:ae ergsources Financing Capacity developed emerging opportunities, Minimized GHG

g to implément plans threats, and drivers of emissions
) change
Co-benéfits: Increased resilience
Policies Improved health and to climate variability
% employment and climate change
Prﬁﬂgg&:ﬂd qu)}%‘%ﬁm Natural Capital

f f f |

INTERACTING DYNAMIC CONTRIBUTIONS: From other investors and activities

Source: TCLP, Climate Investment Funds

The “Complex dynamic context” to which this theory of change for transformational change refers to, is further unpacked through the use of the multi-
level perspective (MLP, included inthe second guidng sheet of this tookit), which cross-cuttingly addresses exogenous factors and enabling
conditions that may influence projectand program designin all nine arenas of intervention.

o ==

TrC Delivery Models

The TCLP has identifiedtwobasic delivery models for fransformational changein climate investments:

Scaleto Systems Systems to Scale

Refers to the deployment of large volumes of
concessional finance to demonstrate technological
feasibilty, supported by financial and operational
transparency, and economies of scae.

Refers to the use of a systems change lens, and
operates through capacity building, awareness
raising, strengthening the enabling environment,
institutions and governance, and piloting small-scale

Systemic change s expected to follow as policy interventions todeliver proof of concept.

makers, developers and investors adjust risk
perceptions andmobilze finance. Sustainability derives
from adjustments to the policy environment and
sustained investor interest. This model is more
common to investments of the Clean Technology Fund.

Scale is expected as a resut of an enabing
envionment that is more supportive of change,
successful pilots and increased interest from
investors. Thismodel is more prevalent in Scaling Up
Renewable Energy, Pilot Projects for Climate
Resilience, and the Forest Investment Program.
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CIF Hypotheses on Transformational Change

The following working hypotheses can inform practitioners on how transformational change has been proved to work in the
°® past, and in what contexts:

The provision of long-term concessional finance at scale can be a crucial factor in changing perceptions of risk anong
investors, particularly in the context of infrastructure projects with high capital costs, complex supply chains, or
innovative technology profiles. (Particularly in programs related to clean technologies and renewable energy).

Combining climate mainstreaming with investment programming creates incentives for policymakers to engage on the
climate agenda, while also providing learning opportuntties to inform the better development of relevant policies,
planning, and institutional frameworks across sectors. (Particularly in programs related to climateresilience)

Coordinated, muti-level efforts that strengthen policy, institutional, scocial, and market capacties are needed to
address fundamental market and policy failures to value naturd capitad and wider environmental externalities.
(particularly in programs related to the forestry sector)

It is possible to create market tipping points for (near) cost-competitive low carbon technologies by combining policy
refom with support for market development, incentive frameworks, and other innovative approaches to mitigate
investor and developer risk. (Particularly in programs related to clean technologies and renewable energy)

Working through intermediaries and supporting value chain development is an effective way to deliver transformation
in the context of smaler-scale investmentsin climate goods and services.

Working through the MDBs has enabled the CIF to influence the climate orientation of much larger development
finance institutions and funding flows.

Gender equality efforts in institutional, policy, and investment processes help the CIF support transformational
change.

PP PPPPP

These hypotheses are one of thekey outcomes of the transformational change evaluation and evidence synthesis work by the CIF TCLP
which includes sectorspecific recommendations, case studies and examples. The outcomes of this work are available onlire:
https://www climateinvestmentfunds.org/evaluation-and-learning

For further reading

Evaluation & Leaming Initiative/Transformational Change Leaming Partnership (2018): Transformational Change inthe Climate Investment Funds. Summary of
findings from an independent evaluationand evidence synthesis. Washington, D.C., USA, 20 pp.

Itad (2019): Evaluation of Transformationd Change in the Climate InvestmentFunds. Final Evaluation Report. Elaborated in associationwith Ross Strategic & ICF.
East Sussex, United Kingdom, 72 pp.

Overseas Development Institute (2019): Transformational change in the Climate Investment Funds. A synthesis of the evidence. London, United Kingdom, 80 pp.
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MuLTI-LEVEL PERSPECTIVE (MLP)

o~

Description

Landscape ,
The Multi-Level Perspective (MLP) is a framework which in the past has / gt
been used to describe fundamental shitts in social and technical systems. ‘
See for example: Geels, F. (2006). ‘The hygienic fransition from

cesspools to sewer systems (1840-1930)". Research Policy #35. Regime /. - e~
p y ( ) Y / @

This framework conceives change through the lens of dynamics occurring
at three different levels: landscape, regime and niche. These levels are

distinct in that they reflect different degrees of “stability” in the factors that N7

4
4
L

detemine practices, technologies, sccial values, etc. Elements at the
landscape level are the most difficult to influence, while the regime can be
nudged towards shifts, and the nichelevel is a space for experimentation.

Adapted from Geels, F. (2001). Technological transitions as evolutionary reconfiguration
processes: a multi-level perspective and a case-study. Research Policy 31, 1257-1274.

' With this framework in mind, practitioners can further think of what landscape elements they must seek to leverage, and what
® clements in theregime and niche level they could influence by applying some of the CIF hypotheses and delivery models for TrC.

o g .
.“ M T - (Socio-Technical) Regime @ Niches

A broad exogenous environment, characterzed  Deep structures, stable practices, institutions  Incubation spaces that protect climate
by trends and long durationprocesses, thatis ~ and incumbents. Combines a set ofrulesin ~ novelties against mainstream market

beyond the directinfluence of any individua policy, science, culture, techndogy, industry  selection. Radical innovations, learning
actor, but can open windows to exertchange.  and markets that stabilize the status quo. processes and networks of novelty are
(e.g. demographic trends, oil prices, exchange (e.g. traditional agro-forestry pradtices, with a feundherglitary laboratories where

rates, international agreements, political valies) given set of technologies) Internet was developed)

Under this framework, transfomation is understood as a shift from one sccictechnical regime to another, which can be catalyzed by niches
gaining momentum, pressures from the landscape, a destabilization of the regime, or a combination of all three. Also, these dynamics are
continuously changing, andcan be influencedthrough concrete, practice-based tactics (explained in the reverseside of this sheet).

a) Changes in the landscape

A A create pressure on the regme .
X Practitioners can use
® MLP levels to map
0) Destabuiztation of oer . out the key system
& [ogITe cea s ooty dynamics related to
5 .
»] ot thle|r prolposed
. climate investment.
(5] —_— . .
= This can help define
S — the kind of tools and
é Systemic barriers tactics needed to
o ) Niche innovalons prepare it, and
> uild momentum .
(] strengthen its
potential for
Time o
P transformational
Niche- Niche-innovations with scale, Systemic Change change.
innovations relevance, and sustainability ‘ breakthrough

which address systemic barriers

Adapted from Geels, F. (2001). Technological transitions as evolutionary reconfiguration processes: a multi-level perspective and a case-study. Research Policy 31, 1257-1274.
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MuLTI-LEVEL PERSPECTIVE (MLP)

MLP Tactics to Trigger TrC

The MLP framework thinks of transfomation as a sequence of tactical moves among regime insiders (incumbents -some in favor of
transformation) and niche outsiders (innovators) in a struggle to shape the prevailing socictechnical regime. Tactics represent the
application of mechanisms meant to influence the reconfiguration of the socio-technical regime. Some of them can be found in literature
(see: Van de Poel, 2000), while others canbe drawn from real-world examples, suchas thosefoundin Module 3 (Case studies).

' The following list includes several of the key tactics that practitioners could apply when seeking to change established practices
and promote transformational change. These tactics can infom the selection and application of tools, methods, and approaches,

and in tandem with TrC arenas of interventions and hypotheses, can strengthen the TrC potential of aninvestment.

Seize ongoing transformations

The capacity to build upon structural or programmatic changes in
the target country or sector, as wellas the ability to a) identify and
leverage “windows of opportunity” for the benefit of the climate
investment; and b) anticipate and plan for large-scale shocks,
harnessing them infavor of the investment.

2 Articulate barriers and solutions

The ability to gather disperse data and knowledge communities
into a sole dialogue, a coherent diagnosis of the barriers to
transformation (through powerful, legible data andimages) anda
unified strategy geared towards addressing them. Itincludes
efforts to develop local competendes in understanding,
assessing, and lobbying in favor of deep systems-level shifts.

3 Issue linkage

The ability to strongly, directly and relevantly tie climate action
with problemagendas that are salient to a targeted audience

(clear demonstration of co-benefits to decision-makers, allies,
beneficiaries).

4 Build coalitions and involve influential agents of change
The capacity to partner-up with keyplayers, some of which may lie
beyond the conventional scope of anintervention. Aligninterests with
strong local leadership that can champion a mind shift, setan
example or kick-start a trend to adopt a given climate solution.

5 Support and design with front-runners and first-movers
Adoption of a model geared towards identifying and co-creating
with leaders that are attuned to emerging opportunities to shift
regimes or achieve niche breakthroughs..

6 Crowd-in and leverage resources

The capacity to gamer additional support and identify local existing
resources which can de-risk an investment, create a market
appetite for it, bring down-costs and ultimately inject long-term
sustainability into it.

7

10

11

12

Identify and empower promising niches: The strategic
selection of innovations with early or advanced signs of having
relevance, scale, and ability to tackle systemic barriers, and to
further support themthrough access to resources, to knowledge
networks, enhanced credibility, etc.

Experiment

To provide a space for the test-of-concept for radical innovations
or adjustments in rules within controlled environments, in support
for a learn-by-doing approach that can be valuable when
innovation isradical and no referents exist.

Create adaptive platforms

The capacity to design solutions that are a) broad or flexible
enoughto be easily and effectively replicated in other contexts (a
“blueprint’ configuration); and b) context-specific, but capable of
internalizing short-feedback loops for quick leaming and adapting
to changing contexts.

Build evidence to challenge established technologies
and practices transformations

The capacity to provide conclusive proof of how regime-evel
arrangements (e.g. regulations, institutions) result in unsustainable
damages and/or how alternative practicesmaybe able to improve
current conditions. Successful applications of thistactic often
involve demonstration, which grants actors the ability to directly
experience the functionality and convenience of a climate solution.

Promote inneradoption

Amove towards uimately shifting entire institutions, by first
internalzing change within the culture and practices of specific
organizationsor social groups.

Strategize for a gradual transition

Amove towards full regime shift or niche innovation, by
strategically introducing intermediate solutions orincremental
changesthat set the ground for further transformations.

Please note that these tactics will be further referenced in TMA guiding sheets (#44#13), providing futher detail on their connection totools, methods and approaches.
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MuLTI-LEVEL PERSPECTIVE (MLP) AND TRC

How to design for transformational changes: TrC and MLP

Although the understandingaround fransformational change andits triggers continues toevolve, the TrC and MLP frameworks are
reflective of generd pathways that have beenidentifiedin real-world sustainability transitions.

' The lens of TrC and MLP show that
practitioners aming for transformationd change

® will need to understand the diverse set of
dynamics that happen at difierent levels within
the context of climate investments.

SyStemS toScale Practitimers will often need to work with

incumbens in the regime, which are

responsible for creating enabling conditions in

policy, market, techndogical arenas for

novelfes to break sysemic baniers. Also, they
Scaleto Systems

will need to be particularly attuned to landscape
dynamics, to identify and anticipate factors that
are salient in creating opportunities or risks.

The scale to systems approach to delivering TrC suggests the need to seek and empower niche innovations that are relevant (with
the best characteristics relative to comparable niche innovations), scalable (by targeting market niches that are etther already large or
have the potential to grow), sustainable (commercially and financialy viable without external support in the medium to long tem and
able to navigate changing circumstances) and that can effectively tackle systemic change (the key barriers that are blocking change).
Pushing these innovations into the established set of practices and technologies (the socio-technical regime) will require to counter
perceptions of risk and prove the financial viahility of such investments.

The systems to scale approach envisions two ways to deliver TrC: the first alternative is to work at niche level, piloting at small-scae
and building networks of first-movers to strengthen an innovation that can address a key market failure, and push it into the regime.
The second alternative is to work directly at the regime level, improving the enabling conditions to make them more welcoming of
transfomational changes. This wil often be done by modifying regulations and standards, institutional operations, building capacities
and raising awareness, among cthers. A key objective for practitiorers at this level, wil be to design in order to phase out distortions
and barriers that are preventing climate solutions from breaking into established standards and practices.

Scoping a transformational investment

Now that practitioners are familiarwith TrC and MLP, it can be noted that a useful way to think about the elements within a regime thata
climate intervention can seek to shift, are the nine entry points or arenas of intervention of the TCLP framework:

1. Which are the established practices and technologies that interventions in these

T @ arenas musttouch upon?
/" Vs 2. What types of tools, methods, andapproaches should be deployed in order to
% catalyze deep shifts in these prevailing practices? Will some tods be more

@ effective than others depending on the arena that will be intervened?
Fireging ‘ Em‘ T

Established socio- Used in tandem with TCLP’s arenas of intervention, the MLP framework can

technical regime @ help practitioners define the appropriate scope of preparatory analyses in

Presicssand pacis order to gear an investment towards transformation. Stakeholder

engagement and infomation gathering should cover all three MLP levels

(niche, regime, landscape) and the appropriate arenas to be impacted by the
intervention.

o ==

Knowledge and "
qriﬂmmregn%gn Natural Capital
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PERSPECTIVE (MLP) AND TRC

The following figure can guide a project designer from a) defining the suitable delivery model for an investment, to b) mapping out specific
tactics appropriate to that model; to c) selecting the TMAs that can best confribute to gearing the investment towards TrC.

What delivery model for transformational
» change does the proposed investment require

Scale to Systems and/or  Systems to Scale

What kind of tactics are best suited to this
« delivery model for transformational change

Scale to Systems Systems to Scale

Crowd-inand
leverage resources

[dentify and empower
promising niches

Articulate
barriers and
solutions

Seize ongoing
transformations

Supportand design wih

front-runners and firgt- Build evidence to
movers challenge established
technologies and
practices

Which TMAs can be more useful at
. advancing the proposed tactics

Theory of Programmatic DELTA tool Genderinclusion  Prefeasibility and
change approach framework feasibility studies
Stakeholder Market | Economic Principles of Risk
MLP-Tactics engagement analyses analyses blended finance assessments
Crowd-in and leverage resources vV vV Vv v v vV
Identify and empower promising niches ~ v'v* vV v vV vV vV N4 vV
Seize ongoing transformations v v vV vV vV vV N4
Support and design with front+unners v vV v v v
Articulate barriers and solutions vV vV v v vV v
Build evidence v vV vV v N4 N4
v’ v/ Direct support v/ Additional support

For further reading

Geels, F. et.al. (2016): “The enactment of socio-technical transition pathways: A multi-level analysis of the German and UK low-carbon electricity transitions (1990-2014).”
Grin, J., Rotmans, J, etal. (2010): Transitions to Sustainable Development. New Directions in the Studyof Long Term Transformatve Change. Routledge. NY,USA Pp.19-28
Van de Poel, I, 2000. “On the role of outsiders in technical development”. Technology Analysis & Strategic Management, vol. 12 (3), pp. 383-397.
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How TO READ THE TMA GUIDING SHEETS

TMA guiding sheets

The following set of materias includes ten guiding sheets, onefor each of the tools, methods and approaches (TMAs) includedin
the toolkit.

The ten TMA guiding sheets refer to concepts explained in the previous TrC and MLP sections. Eventhough Module 1 offered a

glance at the key conceptsincluded in each framework, it is highly advisable to read the guiding sheetson TrC and MLP before
divinginto the ten TMA quiding sheets.

The ten TMA guiding sheets have a standardized layout, containingthe following 11 sections:

Page 1/4 Page 2/4
R 1. What Is the TMA and How Does 4. TrC-Related Questions Itcan
et tendbon cos 52y~ It Work in Practice? e 1o "7 Help Answer
—~— &= e ——~e—
——— o =— . 2.Main Components ofthe TMA ===— =_.. 2 Throughwhich

Can It Strengthen TrC?

i
I
g
||||
N

nergic Relations with
s

3. How Does It Operate at the
Different Levels of MLP?

IH
1|I|

6. Synergic Relations with Other
TMAs

Page 3/4 Page 4/4

TMA TMA

7. Applied example of the TMA in T 10. TMA in action: an extract from
5 Z===— aparticular case study’ a case studyillustrating its use
o Note: Cgmp/e&e case studies can be found in

S 8. Key TMA comPonents inthe Wodule
applied example

11. References

O’ Takeaway: References

9. Takeaway from the applied
example!

Practitioners are not advised to use all ten tools methods and approaches (TMA) here presented. Although these TMA are

' complementary and support transfomational change in a unique way, some may not be possible or applicable to all
investments. Nonethelkess, designers are encouraged to keep in mind how a given TMA may be strengthened by the synemic
use of another TMA (see element #6 above). Also, please keep in mind these TMA can (and should) be complemented with
more specific analyses (e.g. a climate risk assessment).

1 Sections 7, 8 and 9 are repeated for each applied example. Number of examples per Guiding Sheets is usually three.
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THEORY OF CHANGE

(and other investment-rationale tools)

o

What Is It and How Does It Work in Practice?

In the context of transformational change, a theory of change (ToC) should support the task
of laying out the complex relationship between an investment's envisioned objective and a
planned set of interventions. Other supporting tools (e.g. logical frameworks) will later help
designers map out specific project activities in a more linear, cause-effect chain fashion;
although an oversimplification, these will complement ToC and help structure the design of
an investment. An important reference to develop a ToC is the set of working hypotheses
developed by TCLP (see the “Transformational Change” guiding sheet in this toolkit).

The process behind a ToC tends to focus on the following steps: 1) understand the political
economy (see the guiding sheet on market analysis for further guidance); 2) map key
stakeholders; 3) envision an overall objective; 4) brainstorm required activities/interventions
to achieve it (probes can be made around TrC arenas of intervention); 5) discuss the logical
relationships between activities.

ToCs are likely to evolve through time, as information becomes available and understanding is
refined. Therefore, designers should also consider as important steps to: 6) collate evidence
and identify information gaps that underlie the pathways of change; 7) continuously evaluate
the ToC. In all, it is considered that ToC should be re-visited at least two times: first, to validate
core assumptions, after additional information emerges; and second, when the intervention
is being tested or implemented on-field, to further verify the compatibility among activities and
expected outcomes.

In practice, MDB and CIF documents provide a narrative explanation of an investment's
rationale: first they offer an overview of the sector and the challenges to address; then they lay
out the activities and key indicators to measure progress, usually through a logical framework.
However, project documents do not always include a clearly laid-out causal chain with the
explicit assumptions connecting activities, outputs and outcomes.

How Does It Operate
at the Different Levels of MILP?

A -oriented revision of expected outcomes and key assumptions should
be used to adequately calibrate an intervention’s design and ambition to elements
that can be hard for a project to directly influence, such as value systems and macro-
economic trends. For example, a resilience project aiming to implement a self-help
disaster-response system, may need to question if communities are indeed willing to
reduce reliance on central government.

At the ,a ToC should help explain why established practices are stable,
and on that basis map all sub-regimes or arenas that must be impacted by the
investment in order to achieve its full transformational ambition. For example: if the
goal is to trigger private sector projects for large solar photovoltaic systems (PV), an
intervention may initially seek to act only on improving access to finance. A revision
of ToC's causalities and assumptions may reveal whether tackling the financial arena
is sufficient, or rather, if regulation reform will need to be addressed as well.

At the ToC should be used to gear innovative solutions or practices
towards breaking into the regime. In this sense, it can guide inputs and activities
towards outputs that contribute to: build momentum around the intervention, de-
stabilize current practices and harness landscape-level pressures. For example, a
microcredit program for agricultural resilience may gear part of its design towards
convincingly demonstrating how its application successfully compares to the
productive yield of non-resilient investments, thus challenging current practices and
further strengthening the case for its wider adoption in established institutions.

" A challenge in implementation derives from implicit assumptions stemming from un-verified opinions
and beliefs, which can be prevented by making all key assumptions explicit and subject to multi-
stakeholder revision.

33

Main Components

Regardless of the specific variation to be adopt-
ed, the following components are key in setting a
solid investment rationale:

-+ Inputs: Financial, human and institutional

resources needed to carry out the proposed
activities (e.g. solar-PV technology imports;
improved seeds and cattle species).

-+ Activities: Direct interventions that will be car-

ried out as part of the investment (e.g. installation
of a solar PV system; design of a platform to
estimate improvements on agricultural yields as
a result of improved seeds use).

. Outputs: Direct results expected from an

activity (e.g. a solar PV installation; a resilience
micro-credit for farmers): they are the what.

-- Outcomes: Benefits expected to derive from

the outputs (e.g. diesel consumption is reduced;
beneficiaries’ income does not vary as a product
of a heat wave): they are the why.

:--« Catalytic replication outcomes*: Result state-

ments that articulate the expected multiplying
effect of the project. They state the investment's
ambitions in terms of scale, across institutions,
sectors and borders (e.g. other industrial plants
adopt solar PV; resilience credits are main-
streamed by private banks).

*--+ Transformative impact*: Result statements that

speak to the “transformation” sought by the in-
vestment (e.g. decreased reliance on fossil fuels;
financial stability in farmer communities’ income).

- Goal: Highest level of results expected from

the overall programmatic, regional or country
strategy. (e.g. low carbon development; improved
climate resilience - as stated by the CIF).

-+ Assumptions: Logical connections between

inputs, activities, outcomes, outputs, impacts
and goals. They state things that are taken for
granted (x causes y; successful implementation
relies on z; a given condition will not change).

It is crucial for these to be made explicit and
evidence-based.

Indicators, targets and baseline: Elements that
will be measured to monitor progress and verify
whether an outcome was achieved.

@ Transformational Change (TrC) elements

i @ Multi-Level Perspective (MLP) elements

i TMA: Tool, method or approach
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(and other investment-rationale tools)

TrC-Related Questions That It Can Help Answer

1. Relevance. What is the intended transformation in this country or market? How
will climate investment tackle the most important sectors for low-carbon and/or
climate-resilient development?

2. Relevance. How does the rationale behind transformation translate into a
chain of causes and effects? What core assumptions will be connecting activities
to outputs and outcomes? How will this logic design outperform alternatives in
achieving intended goals?

3. Relevance and systemic change. Can (and should) a climate investment tackle
more than one of the driving forces behind the intended transformation? If so,
what kind of phasing would make it the most strategic and flexible?

4. Systemic change. Do any of the core assumptions behind transformation
involve a shift in patterns of behavior and decision-making? How does the
investment expect to achieve this? How will institutional change be managed?

5. Scale. How can the investment have multiplying effects across institutions,
sectors and borders? If it were to be replicated, would activities, assumptions, etc.
need to change?

6. Sustainability. Are assumptions too strongly rooted on factors the project or
program cannot control? How could they depend less on them?

7. Sustainability. Are there any inputs or activities that can be added in order to
strengthen the likelihood of assumptions holding up throughout project or program
implementation?

Synergic Relations with Other TMAs

Programmatic approach: Allows theories of change to set more ambitious
~  objectives and goals by intervening on various sub-regimes or arenas, and
' tap into an wider range or resources, partners and activities to reach them.

Market analyses: Helps identify the network of problems and factors
. affecting a particular country or sector, in order to develop theories of
' change that are comprehensive in the range of elements and pathways
+ considered. They can also make sure ToCs embrace market dynamics,
which is a key aspect of scaling beyond the intervention.

Stakeholder engagement: To the extent that stakeholder engagement

is meaningful and multi-sector, this will allow project designers to tap into
local knowledge to better identify the problems, validate assumptions, or to
+ develop the solution in a participatory manner, empowering stakeholders

+ and increasing buy-in.

Risk assessment: Can help identify additional activities to consider in the
theory of change, to avoid critical risks and weak assumptions. It can also
be useful to identify alternative pathways that may be worth considering.

Through Which MLP-Tactics
can it strengthen TrC?

In a sense, a theory of change defines

which tactics are most relevant for achieving
transformation through a given investment.

As such, this tool can be useful for any tactic
within the MLP framework. The following are
considered the ones with greatest TrC potential
when designing a theory of change:

Articulate problems. An initial step to develop
a theory of change is to identify and systematize
the problems to address. By clearly setting out
causal chains and evidence-based assumptions,
theories of change can help project designers
organize knowledge communities around a
strategic effort, building momentum for a given
climate solution to thrive.

Identify and empower promising niches.
Theories of change should map out the specific
activities that will be carried out to create a
more favorable environment to nurture climate
innovation, to mainstream climate innovations,
or both.

Transitional strategizing. Theories of change
are developed in reverse — they start by setting
goals and build down to specific activities

and inputs. This deductive approach can help
identify places where incremental steps are
useful (or even required) in order to deliver
TrC. By prioritizing outcomes over preidentified
interventions, theories of change offer a critical
lens though which to identify if incremental
steps are essential stepping stones towards
transformational change (read ahead to the
case on Colombia CTF), or if in contrast, these
could further contribute to the permanence of
suboptimal elements in the regime.

Crowd-in and leverage resources. Theories
of change define inputs to be fed into a climate
solution and outputs to be obtained. Both
elements can be strategically tailored towards
harnessing local resources, and providing
results that are appealing to additional partners,
which in practice add to the cost-effectiveness,
local ownership and long-term sustainability of
a solution, making it more likely to transform
established practices.
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An applied example from the Maldives case study (SREP)

The theory of change behind Maldives’ Preparing Outer Islands for Sustainable Energy Development incorporated a holistic approach to energy
systems, combining interventions to promote RE generation, with adjustments to the diesel-based energy grids, in order to effectively achieve
clean technology adoption.
Using evidence from previous experiences (which focused solely on RE) the intervention did not assume reducing demand for diesel would
@ reduce diesel consumption (inefficiencies in the baseload equipment’s starting system resulted in great diesel expense). The project rationale
@ incorporated activities to pair up solar PV installation with the deployment of more efficient diesel machines, which did not only increase
effectiveness, but also garnered support from former detractors.

@ Takeaway: Build a theory of change around full systems, beyond renewable energy alternatives
A thorough identification of assumptions connecting cause-and-effect chains can bring underlying faults, interests, risks and requirements to
the surface, so project designers can address them.
Additionally, by using comprehensive approaches to theories of change, investments can identify problems at different levels, with varying
degrees of relevance for different stakeholders; this will deepen local understanding and help develop solutions more likely to be owned by
end users.

An applied example from the Mexico case study (CTF)

Mexico’s Capital Markets Solution for Energy Efficiency Financing began with an initial theory of change that sought to trigger small-scale energy
efficiency (EE) projects by opening a commercial credit line. A market analysis that included stakeholder consultation revealed that the core
problem behind low finance for EE was not the lack of a credit line, but rather the incompatibility between criteria used by commercial banks, and
the type of enterprises with capacity to implement these projects (ESCOs). Thus, the theory of change was modified early on, setting as core
@ activities the design of an aggregation platform for small RE projects and the creation of a risk-mitigation mechanism, in order to better align the
@ ESCO model to the risk-profile required by commercial banks.

Takeaway: Iterate theories of change with end users
Theories of change should not be regarded as static tools that are established only in the initial steps of a project or program. The ability
to adjust as information arises and barriers become clearer, or as contexts develop, requires designers to use ToC as a continuous,
collaborative tool to explore alternative pathways that can get them to desired transformational outcomes.

An applied example from the Colombia case study (CTF)

Colombia’s Financing Program for the Technological Transformation of Bogota’s Integrated Public Transportation System (SITP) could have
aimed at the transformational outcome of mainstreaming clean technology buses in Bogota's SITP (e.g. electric vehicles). Early on, this was
acknowledged as unfeasible at the time, due to the prices of electricity and clean technology inputs (a landscape-driven constraint that made electric
buses too expensive). The Program'’s theory of change identified this obstacle, but also recognized that it could still play a role in addressing other
(regime-level) barriers to advance clean technology adoption in Bogota: the lack of evidence on the technology’s performance under local conditions,
@ and the absence of financial mechanisms to ease procurement of clean technology buses. In response, activities in the Program aimed at tackling
@ these two barriers, piloting an intermediate technology that was more financially viable (hybrid buses). Project outcomes served to lay the
@ groundwork for further triggering of transformation when technology prices enabled the mainstream adoption of the optimal low-carbon alternative.

O,
O

@ Takeaway: Define if the TrC outcome is to achieve a systems’ reconfiguration, or to set the groundwork for it
Some projects seek transformational change by building on existing enabling conditions (they “ride the wave”); others may find their
transformational role in the creation of enabling conditions, which may not always result in highly visible transformation but are nonetheless

necessary steps.

Climate investments should be clear and upfront (in their rationale or theory of change) about the TrC role they aim to play, consistent
with the “readiness” there is for their ultimate objective. On this basis, they can create conditions for future adoption, while setting realistic
expectations about their contribution to transformational change.
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lllustrative diagrams for design

Theories of change must always seek to embrace complexity, and thus, they work beyond cause-and-effect chains. Nonetheless, for practical purposes,
practitioners can use diagrams. They can help systematize and make more explicit the process of creating a theory of change - but they should not be
considered as rigid models to capture information.

An explicit theory of change can lead

to improved design and phasing, Effects Problem tree analysis
. . T 1!
since it helps ensure activities are g
consistently and realistically geared gzﬁgw'sngrg';’gt‘r:azf;ef [ i SN T
towards an output. It can also o
promote further checks and balances . R e
i i i tarter Problem Visualize the cause-effect relationship, and
regard.mg key assumlptlons behind Ensure that the right problem is being
the rationale of a project. tackeld by the intervention.
X The problem tree analysis can be inverted, from
The dlagrams shown here seek to problems ( negative ) to results (positive) to create
illustrate the traditional pathway to . QUEETRETER
develop theories of change according auees
to best practices. Please note that N
diagrams are simplified versions of
actual tools, and their objective is Ends Goals
illustrative. Transformative
Impact
Previous analyses in theories 8attalytic Replication  Theory of Change
. utcomes
of Change have pomted out that . Using the input from the Problem tree analysis, the cau-
establishing rigid diagrams or Project Outcomes Cuipeits se-and-effect chain of the intervention is mapped out,
q identifying all elements explained in the section main
matrixes to captu re them can beat Outouts components, and explicitly including the assumptions ()
the purpose of this tool, since it can p linking the causal chain.
come across as an administrative Activities
procedure to complete, rather than
the critical space to design an Means L
investment's rationale (Vogel, 2012). \/
Indicator Baseline Target mziﬁg';:gg‘s Others
Design and Monitoring Framework
Outcome As afinal step, the activities, outputs are transfor-
med into a matrix, identifying indicators, baselines,
Output targets and reporting mechanisms for each.
Activity 1 Other columns can be added, such as actors
Z responsible, timeframes and risk.
Activity 1
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PROGRAMMATIC APPROACH

Approach

What Is It and How Does It Work in Practice?

The programmatic approach is one of the most important vehicles from which to set
and pursue an integral vision for transformation. In broad terms, it involves a process
of strategically linking multi-year investments and strengthening country ownership over
climate interventions, with the objective of maximizing coordination and impact. This
is often enabled through the establishment or strengthening of country coordination
mechanisms, the promotion of MDB country-level partnerships, and other resources that
can facilitate synergistic relations in favor of a coherent set of climate projects, all pushing
together towards transformational change throughout planning and implementation.

This approach is by far one the most distinctive elements of design when working with
the Climate Investment Funds (CIF); in practice, CIF have mainstreamed it through the
development and implementation of Investment Plans (IPs), a process which is led by
government officials within recipient countries. Other climate funds, such as the Global
Environmental Facility (GEF) and the Green Climate Fund (GCF) are either implementing
or considering their own version of a programmatic approach. The analysis here presented
uses the CIF model as its main reference.

How Does It Operate at the Different
Levels of MLP?

At the the programmatic approach should be used to seize
exogenous opportunities for climate actions and shield them from potential
shocks; this can be done by amplifying multi-stakeholder commitment and
firmly anchoring support for the IP in landscape-level trends and structures.
For example: through a firm alignment with international commitments such as
the Nationally Determined Contributions (NDC), political support for investing
in clean energies (as reflected in an IP) can be made deeper and less
dependent on whether macro-economic conditions remain the same.

At the because of its keen interest on building country ownership
and commitment over climate action, this approach tends to garner political
will from actors within prevalent decision-making structures. This feature
should be powerfully harnessed in support for TrC, by using these leaderships
to exert pressure on established practices that are blocking the path towards
low-carbon and climate resilience. For example: the production and approval
process of an IP, is an ideal moment to influence the country into committing
to phasing out subsidies, tariffs, and other distorting barriers that prevent
effective action for regime shift and niche innovation.

At the this approach should ensure the portfolio of country-
supported interventions (in the IP) always includes support for promising
radical innovators, so they can gain credibility, access to resources and other
conditions necessary for testing, proof-of-concept and aggregation, preparing
them to effectively confront conventional technologies and practices. Among
other channels, this can be bolstered through Private Sector Set- Asides,
which allow non-governmental actors to spearhead innovation with direct
support from the CIF and MDBs.
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Main Components

Investment Plans (IPs) are a main reference

for touching upon the full set of analytical

elements considered essential to incorporate a
programmatic approach in climate investments.
Several IP elements are addressed in further detail
throughout this toolkit ; also, specific operational
guidelines exist for the elaboration of IPs in the
forestry, renewable energy, climate resilience and
clean technology sectors . Therefore, the following
components hinge only on characteristics that are
uniquely relevant to the programmatic approach,
and that are particularly useful in designing for TrC:

-« Promotion of government leadership. Strategies

to build upon existing country policies and
programs, and by requiring country government

to write the proposal for investment (the IP); co-
finance the program of interventions; and manage
implementation, monitoring and reporting activities.

-+ Multi-stakeholder consultation. Joint planning

missions, broad consultations processes, multi-
sectorial dialogues, among others, always with

a focus on garnering diverse perspectives and

inputs.

- Establishment of coordination mechanisms.

High-level dialogues, institutional arrangements,
which serve to align priorities and actions among
government ministries, MDBs, non-governmental
organizations, etc. Within government, a “country
coordination mechanism” is required. Also,
guidance to clarify roles and responsibilities with
focal points and MDB leads is best practice.

-- Readiness activities. Policy reform, capacity

building, analysis and awareness raising, etc..

-+ Scaled up, predictable, and flexible resource

envelope. Model where international funding is
made certain from the start and paired-up with
multi-year country programming budgets. Flexibility
in allocation is a key feature, given changing
country circumstances.

--« Strategically linked investments. A

“transformative vision” that unifies multiple
interventions, along with a project pipeline for co-
finance through International Finance Institutions
(IF1).
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Approach

TrC-Related Questions
It can Help Answer

1. Relevance. How can the process of shaping this climate investment best
engage local political leadership? What country priorities should it address to
maximize long-term commitment? Can they be made to cut across party lines?

2. Relevance. What mix of climate interventions could most strategically unlock
potential for low-carbon and/or climate-resilient development in this country/
sector? How can they best harness political and market conditions?

3. Systemic change. How can multi-stakeholder consultation contribute to
design? How can it help create conditions for shifting mindsets, behaviors and
decisions?

4. Systemic change. How can government leadership (gained through the
programmatic approach) be leveraged in order to phase out unsustainable
practices and market signals? How can it contribute to climate readiness in this
country or market?

5. Scale. How can the phasing of resources within the program, be the most
conducive to demonstration, adaptation, and catalytic scale-up?

6. Scale. Can the design process engage stakeholders that will be important
for scaling-up this investment in the future? How will their expectations be
managed throughout the process?

7. Sustainability. How can local leadership be made to have considerable skin
in the game, and thus protect this investment in the face of shifting conditions?

Synergic Relations with Other TMAs

Principles of blended finance: Support an efficient use of concessional
" resources when utilizing a programmatic approach. They can allow
© practictioners to critically examine their portfolio of potential projects
. and a) maximize the transformational potential of the concessional
*finance available; b) ensure that private sector projects actually have
+ the potential to catalize market development; and c) ensure that projects
. are commercially viable, which increases their sustainability profile and
+ reduces risks.

Stakeholder engagement: By definition, stakeholder engagement is
one of the cornerstones of the programmatic approach, as it is the most
efficient means to ensure the complementarity and coordination among
actors, as well as the selection of highly-relevant, timely and feasible
individual projects towards expected program outcomes.

Theory of change: The TrC potential of the programmatic approach is
linked to its capacity to provide a solid theory of change behind targeted
transformation. The “transformative vision” will often span across multiple
institutions, market segments, and logic chains that must hold up against
an objective, value-free set of rationales and assumptions.

Through which VILP-Tactics
can it strengthen TrC?

Seize ongoing transformations. Through

its multi-sector involvement and mission to

build upon existing country-led work, the
programmatic approach can be used to

identify promising ongoing changes that offer
opportunities to elevate climate ambition. These
may range from successful exploratory pilots
executed by MDBs, to profound structural
reform in country government. In all cases, what
is important about harnessing these ongoing
changes is to do it in a way that deepens country
ownership and commitment towards a low
carbon and resilient development pathway.

Involve influential agents of change. Because
this approach is heavily focused on making
country-officials the leaders of change, the
programmatic method is well-suited to exert
pressure on those who set “the rules of the
game”, making them part of the regime shift
needed to deliver TrC.

Crowd-in and leverage resources. Due

to the resource certainty and convergence

that an IP brings to a particular country and
sector, the programmatic approach has an
inherent capacity to attract further support for
expanded climate action. Also, to the extent

an IP is developed through local expertise, the
leveraging of local resources can be maximized,
and thus further sustainability may be brought
into the investment.

Articulate problems. As a product of ample
multi-stakeholder consultation, the programmatic
approach is well geared towards assisting
knowledge communities parse out key variables
and drivers behind potential transformational
change. To the extent possible, this feature must
be used to bolster agreements on priorities and
actions (preferably through clear, succinct, and
powerful data and messages targeted to all
types of audiences, maximizing legibility), and
involve necessary awareness-raising in order to
elevate the probability of garnering support from
diverse stakeholders.
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An applied example from the Indonesia case study (CTF)

Indonesia’s Private Sector Geothermal Energy Program was conceived under an investment plan that supported a range of geothermal projects,
instead of a single one; furthermore, it introduced flexibility to implement the projects during different time frames. This allowed stakeholders at the
Government of Indonesia (Gol), MDBs, financial institutions and local technicians to carry forward lessons from one project to another, generating
short learning cycles. According to both the Gol and ADB, the opportunity to work on multiple, consecutive projects allowed them to gain clarity

on the standards, needs and feasible benchmarks to scale-up and continue developing geothermal energy. Furthermore, these lessons indirectly
influenced regulations and terms of contracts, terms of finance, and informed the ways of assessing and responding to risk in this market.

Takeaway: Use the programmatic approach to create learning-and-adjustment cycles between projects

The programmatic approach may be used to support different alternatives of climate investment within a single sector in order to: a) compare
which performed the best and why; b) when staggered, promote more recent projects learn from previous ones and better adjust towards
transformation; c) gradually build momentum and sector-led pressure towards shifting established structures that block further progress
towards transformation.

An applied example from the Colombia case study (CTF)

Colombia’s Financing Program for the Technological Transformation of Bogota’s Integrated Public Transportation System (SITP) leveraged

the know-how and political will developed both at the national and local levels through a series of previous projects within the country’s CTF
Investment Plan. These elements allowed project designers to intervene in a quick and strategic manner when the opportunity to push for greater
climate ambition arose (because of new local regulation that gave local authorities the ability to define the type of bus technology that will operate
in each city route).

Takeaway: Harness political will from past projects to identify windows of opportunity within programs
The programmatic approach can be useful in building a tightly-knit ecosystem of actors around a subject matter that may be consequential in
quickly identifying promising opportunities for change.

A country or sector program should be designed and phased thinking earlier projects can be geared towards laying the groundwork for later
climate interventions.

An applied example from the Lao PDR case study (FIP)

In Lao PDR, the Protecting Forests for Sustainable Ecosystem Services (FIP-AF) was a project that heavily built upon existing policies in the
country and programs by international finance institutions (e.g. the Greater Mekong Subregion Biodiversity Conservation Corridors Project, led by
ADB). During implementation, it has also involved intense multi-stakeholder consultation with other finance institutions such as the European Bank
for Reconstruction and Investment, the German Agency for International Cooperation, among others. These links and deep coherence with the
surrounding environment, has allowed project activities to place themselves in pre-existing and promising niches. This alignment is helping it seize
and reinforce shifts occurring on established practices (e.g. a 2016 ban on logging) and harnessing emergent innovations entering the mainstream
(triple-cubesat miniature satellites for monitoring land use change).

Takeaway: Prioritize existing initiatives in order to “act in the right place and at the right time”

Project designers can apply principles from the programmatic approach on specific projects in order to introduce themselves into targeted and
potentially transformational dynamics. One of such features is the capacity to build upon previous work and current programs in order to: a)
accelerate progress to an already promising transformational goal; and b) increase its own likelihood of TrC by “being at the right place at the
right time”.
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Programmatic Approach in action:
an extract of the Investment Plan in the case study from Indonesia (CTF)

IBRD Geothermal Clean Energy Investment Project

Description: the project supports development of two geothermal fields (Ulubelu and Lahendong) with respective capacities of 110 MW and 40
MW. The geothermal resources have been confirmed at both fields and the tendering for the above-ground steam gathering system and power
plants are under way. The first disbursements from the CTF loan are expected by year-end 2013.

Rationale: The rationale and expected impacts are the same as envisioned in the CIP; concessional funds are needed to further develop the
backlog of geothermal projects under state-owned enterprise (SOE) lead.

ADB Public Sector Geothermal Power Development Program

Description: the ADB Geothermal Power Development Program was intended to finance the construction of 2 public sector geothermal power
plants in West Java and Sumatra, with aggregate capacity of 140 MW and related transmission line enhancements.

Rationale: the rationale and expected impacts were the same as envisioned in the CIP; concessional funds are needed to further develop the
backlog of geothermal projects under state-owned enterprise (SOE) lead.

ADB Private Sector Geothermal Investment Program

Description: ADBIs Private Sector Operations Department (ADB-PSOD) proposed to use CTF cofinancing to support a large geothermal project
which was originally identified in the 1990s. The candidate project was initiated in the 1990s, but development was stalled in the aftermath of the
financial crisis of the late 1990s. The project has been re-started and is undergoing due diligence by ADB-PSOD. ADB-PSOD is also engaged
with several other private sector developers with a potential portfolio of several hundred MW, and is preparing an investment program with up to
750 MW of new geothermal capacity.

Rationale: the rationale and expected impacts are the same as envisioned in the CIP; concessional funds are needed to further develop the
backlog of private sector geothermal projects.

IFC Private Sector Geothermal Investment Program

Description: IFC has been requested by GOI to provide advisory services to carry out several competitive geothermal tenders. IFC has
maintained dialogue with various private sector developers with a portfolio of 1000 MW of new geothermal capacity.

Rationale: The rationale and expected impacts are the same as envisioned in the CIP: concessional funds are needed to further develop the
backlog of private sector geothermal projects.

As explained previously, Indonesia’s Private Sector Geothermal Energy Program was conceived under the CTF Investment Plan for Indonesia (2010), as
part of a larger strategy to support geothermal energy generation across multiple projects. Between 2010 and 2013, national policies and priorities evolved
and adjustments to the energy regulatory framework and tariff structure created a more enabling environment for the private sector to invest in geothermal.
The programmatic approach allowed the investment plan to adapt to this new context and government priorities, reallocating concessional financing
resources to consolidate geothermal energy generation.
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STAKEHOLDER ENGAGEMENT

Method

What Is It and How Does It Work in Practice?

Stakeholder engagement is an umbrella term used to define a range of activities carried out during an
investment's life cycle, whose objective is to identify, understand and involve affected and/or interested
parties in the design, implementation and monitoring of the investment.

There are different degrees to which a stakeholder engagement can be carried out, according to the role
that stakeholders play, the degree of responsibilities they have, the moment of the investment’s life cycle
in which they participate, the social risk of the investment, among others. The Climate Investment Funds
(CIF), for example, recognize three overarching approaches to engaging stakeholders:

+ Facilitation, through which stakeholders are serviced by dissemination of information in a timely
manner, invitations to key meetings, and responses to their inquiries.

+ Consultation, where the objective is to understand stakeholders’ view on the design, operation,
monitoring, evaluation, results and impacts of an investment, by bringing them together to discuss their
perspectives, concerns, experiences, and lessons.

+ Partnership, where stakeholders are actively involved in the design, implementation and/or monitoring
of the investment.

Both Multilateral Banks (MDBs) and the CIF recognize stakeholder engagement as a key element to
ensure the local ownership and sustainability of an investment, since it promotes more transparent and
inclusive decision-making processes, it allows project leads to identify and navigate challenges, and
increases resource allocation efficiency. In practice, stakeholder engagement was identified across all
the projects and programs analyzed with different degrees of involvement, being the most common a
consultation during the investment's preparatory phase.

How Does It Operate at the Different Levels of ?

Atthe stakeholder engagement should help identify local values, beliefs and
views that could affect the investment’s capacity to deliver TrC. Also at this level, consultations will
allow the designer to get a glimpse of potential exogenous shocks (a shift in the prevailing political
ideology, a spike in exchange rates), in which case getting insights on how to best react to these
events, will prepare the investment to weather and seize change. For example, in the face of a
hurricane strike, a resilience measure could harness the rise in public awareness; it could do so
by having an educational strategy in place and an ongoing engagement with policy leaders in
charge of crafting a response, which may strengthen support for the project.

At the stakeholder engagement should be used to identify the entrenched interests
and the “knowledge routines” of key stakeholders operating on the basis of established practices
and standards (the “incumbents”, which include policy makers, financiers, engineers, suppli-

ers, etc.). This can provide key insights into understanding their core assumptions about how

the regime works, and what it would take to change their mindsets and will into adopting new
technologies or practices. For example, by discovering that local engineers were taught that a
given technology promoted by the project is defective, designers may realize it will be necessary
to provide dedicated training, or to change the artifact. Also at this level, designers will be able to
identify insider individuals or groups that are more open to innovation. For example, by partnering
with champions in governmental institutions that are willing to advance disruptive projects from within

At the stakeholder engagement must help identify potential allies outside of the re-
gime, build coalitions and boost knowledge-sharing. In fact, according to MLP, learning processes
—largely supported by stakeholder engagement- are one of the key channels to align innovations
and build momentum around a niche. For example, the active engagement of a wide range of
companies spearheading renewable energy storage, would be a way to identify financing and
regulatory constraints, explore channels to influence policy makers, and define research and de-
velopment synergies that can strengthen the business model that this type of technology requires.

@
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;--- Stakeholder analysis: Brainstorms

s

in order to identify the main stake-
holders related to an investment.
Analyses and classifies their
relations and degree of affectation
or concern over the investment. Its
visual representation is a stake-
holder map, usually expressed as
a Cartesian diagram where core
classification criteria are laid out
along the x and y axes.

--« Consultation and participation

plan: They lay out the strategy
through which stakeholders will be
involved, including the modality
and methods of the consultation
according to the country context,
local traditions, objectives of

the investment, and relevant
stakeholder characteristics. The
Plan will define the degree of
involvement, the expected outputs,
and all information necessary for
stakeholders to know how, when
and to what purpose the information
provided will be utilized. The
planning and preparation of these
consultations should ensure they
are accessible to all groups —which
will require appropriate logistics and
scheduling -, and that stakeholders
understand both the context of the
consultations and the role they are
expected to play in them.

- Consultation: Provides the forum

for dialogue, through workshops,
meetings, surveys, interviews,
among others, as a means for
stakeholders to share their insight,
interests and proposals.

-+ Accountability mechanism:
Establishes channels and
procedures through which
stakeholders will receive (and can
request) follow up on how inputs
were or were not incorporated and
explain why. This process is critical
to maintain credibility and integrity
throughout the process.

Sources: CIF, 2019; ADB, 2012; CIF/
ADB, 2013; and IDB Group, 2013.
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STAKEHOLDER ENGAGEMENT

Method

TrC-Related Questions That It Can Help Answer

1. Relevance. How will project management engage and manage the expectations
of the most important stakeholders to advance a low-carbon or climate-resilient
agenda in this country and sector? Which local champions will the investment
harness?

2. Relevance. How can direct-beneficiaries best inform the design of interventions?
How can they help ensure that design is the best among alternatives, to most
strategically deliver low-carbon and/or climate-resilient development?

3. Systemic change. What kind of incentives will make stakeholders more willing or
open to deep change? Which key interests should this climate investment tap into,
in order to create more favorable conditions for change?

4. Systemic change. How do stakeholders’ cultural, religious, historical and political
values affect their mindsets, decisions and behaviors in relation to climate change?
How will project design incorporate them?

5. Scale. How wide is the spectrum of stakeholders being consulted to design the
investment? Can the preferences of users from markets or segments where the
investment has potential to scale-up, be considered in project design?

6. Scale and sustainability. Are there any pre-existing stakeholder networks and
knowledge-bases that the investment can harness?

Sustainability. How can stakeholder involvement help the investment detect and
respond to risks in a timely and resourceful manner?

7. Sustainability. Are there potential detractors with sufficient influence to place

this investment at risk? How should they be involved throughout the design and
implementation process? Will there be a conflict-resolution strategy to manage
them?

8. Sustainability. Does the investment have sufficient local stakeholder buy-in and
capacities as to ensure it will remain in operation once external support comes to an
end?

Synergic Relations with Other TMAs

Market analyses: By providing the overall context in which the problem is situated,
they can prepare the ground for the stakeholder analysis, ensuring that stakeholders
from all relevant sectors are considered. They can also allow project designers to
fine-tune the questions to include in the consultation, identifying key areas in which
information is missing and must be obtained directly from stakeholders.

Risk assessments: They can offer orientation on which key players to involve
and to what degree, as a way to increase stakeholder contribution to the
sustainability of the investment.

Theory of change: A theory of change provides the backbone for structuring a
stakeholder engagement, allowing project designers to focus actors’ attention on
key areas, avoiding situations where interests and expectations may roam beyond
the investments’ reach. It can also help identify key stakeholders that must be
consulted for verifying that core assumptions are sufficiently strong to realistically
aim towards TrC.

Feasibility studies: By generating evidence of the desirability of the investment,
feasibility studies can serve as a key input to foster buy-in during stakeholder
engagement activities. These tools can also be used simultaneously: As some
projects showed, involving stakeholders during the feasibility studies can increase
appropriation, support knowledge-sharing and networking, and begin to open up
mindsets towards innovative solutions.
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Through which MILP-Tactics
can it strengthen TrC?

Most tactics laid out in this toolkit can be advanced through
stakeholder engagement techniques and methods. The
following are put forward as the most salient to investment
designers:

Identify and empower promising niches. Stakeholder
engagement can help designers identify opportunities which are
not visible through desk-based reviews, or that are only known
to local populations. Later, it can aid in defining which among
competing innovations has the most advantages in addressing
systems’ barriers, so that designers can focus on helping this
alternative hone its configuration towards being mainstreamed.
Consultations can also shed light on the requirements that a
specific innovation may have in order to be consolidated or
mainstreamed.

Articulate problem. By engaging different types of
stakeholders, designers can build a wholesome picture of a
specific context or situation, understanding contrasting interests,
bottlenecks, co-benefits, risks and ideally reaching consensus
around pathways through which to address a specific problem.

Crowd-in and leverage resources. Stakeholder engagement
can also be useful to identify additional sources of inputs for
the investment, including finance, technical assistance and
on-the-ground support, among others. Evidence suggests
that project and program designs that harness local resources
—e.g. knowledge materials, existing training networks— may be
conducive to more sustainable outcomes.

Involve influential agents of change. Often times,

projects and programs focus on the traditional ecosystem of
stakeholders specific to a sector; but a thorough mapping

of potential resources and partnerships, may lead to identify
non-traditional actors who, if attracted to an investment by
using a design that caters to their concerns, can become
highly influential in triggering systemic change (e.g. institutional
investors in small scale energy efficiency projects).

Support and design with front-runners and first movers.
Through engagement, designers can partner up with front-
runners and first movers that are actively involved in the sector
of the project, by generating opportunities for co-creation,
feedback and on occasions shared responsibilities during
implementation phases.

Promote inner adoption. An important first step towards
shifting mindsets towards transformation, involves getting
individuals and organizations to internalize different values

and innovations in their own practice, as an intermediate step
towards changing entire institutions and societies. Through
stakeholder engagement, key stakeholders (e.g. implementation
agencies, specific areas within institutions) can be encouraged
and trained to champion the societal change that it sought
through the investment.
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An applied example from the Bolivia case study (PPCR)

The resilience credit that was scaled through the project Financial Products to Promote Climate Change Resilience in Bolivia was largely possible
due to the inputs and synergies generated by stakeholder engagement. On the one hand, it allowed the implementing agency to access financial
support from another local finance institution to carry out the first pilot. On the other, it allowed the project to partner up with a local university and
access talented work force at low costs, which translated into lower costs for final credit recipients.

Also, an additional stakeholder consultation was carried out to verify the characteristics of demand by interviewing the target beneficiaries. This
allowed the implementing agency to identify the amounts that producers were willing to access in credit, as well as the adaptation measures that
were truly of interest to them (only six out of the eighteen initially considered). This was critical to adjust implementation mechanisms and come up
with a product that was attractive for end users.

Takeaway: Use stakeholder networks to validate demand and optimize implementation arrangements
Stakeholder engagement can provide the institutional arrangements necessary to see the implementation through, and develop strategic
alliances to increase the project’s efficiency, resilience and overall capacity to deliver TrC.

Stakeholder engagement can also be critical to validate hypotheses, verify assumptions and understand risks that could derive from local
market characteristics, traditions and beliefs.

An applied example from the Indonesia case study (CTF)

The original CTF Investment Plan for Indonesia considered advancing geothermal energy, but also assigned funds to advance other renewable
sources in the country. During the design phase of the Private Sector Geothermal Energy Program, stakeholders were consulted through
collaborative efforts by the International Finance Corporation (IFC) and the Asian Development Bank (ADB). As a result, the Government of
Indonesia identified additional opportunities and private sector interest in geothermal energy that exceeded what had been originally estimated.
The demonstrative potential of geothermal energy in the country’s context, as well as the increased market readiness identified, led to a revision
of the investment plan that readjusted funding to concentrate efforts in private sector geothermal energy projects, rather than public sector
geothermal projects, or private sector projects focusing on other renewables.

Takeaway: Carry out in-depth private sector consultation to design investments with more TrC potential
Engaging stakeholders can provide valuable feedback at both investment plan and project/program levels, for project designers or
government's to better target relevant areas through which to deliver transformational change.

Involving possible investors and entrepreneurs is critical, since it can shed light on low-carbon opportunities that can be undertook by the
private sector rather than government, benefiting from the former’s larger contribution to the sustainability of the investment.

An applied example from the Tajikistan case study (PPCR)

Tajikistan’s Building Climate Resilience in the Pyanj River Basin has leveraged local knowledge and social networks of existing social
organizations —such as Water User Associations, khashar (mutual self-help groups), mahala (neighborhood associations), and women
committees—. Through them, project designers identified key needs for a successful implementation of disaster risk prevention activities
and validated the feasibility of establishing an early warning system through the provision of training and cellphones. This gave way to the
development of Disaster Risk Management Committees (DRMCs) of which 17 have been thus far established. A continued stakeholder
engagement has allowed DRMCs to successfully gain commitment from their community.

Takeaway: Make use of existing coordination bodies to meaningfully engage with stakeholders
Meaningful and sustained stakeholder consultations are amongst the most effective means to ensure the right problems are being tackled,
and that the solutions proposed to do so will be sustainable over time.

Designers must judge when existing social organizations can be used as mechanisms for implementation; or rather, when these can be
leveraged to establish something new but that can be sensible to local rules and understandings for effective coordination.
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An applied example from the Tajikistan case study (PPCR)

Another component of Tajikistan’s Building Climate Resilience in the Pyanj River Basin had to do with implementing a pilot project for drip-irrigation, which was
considered a technically relevant solution for dealing with the fact that decreasing water resources often have an impact on neighboring communities. The proposal
included a successful stakeholder consultation at the high-level stage, generating buy-in from country officials. However, before starting the investment lacked
engagement activities with communities and local governments present in the implementation site. The solutions proposed were not embraced by the communities:
they demanded a conventional technology (the reparation of a pumping station) which generated delays in implementation and defeated the purpose of changing
resource-intensive practices towards mindful water consumption.

Takeaway: Engage with high-level decision-makers and validate relevance of solutions with end users
Stakeholder consultations must act on a programmatic, high-level arena, in which country government officials and large organizations play key roles in the
decision-making processes.

Nonetheless, consultations must also be project-based before implementation begins. Particularly when introducing innovative solutions and practices,
engagement must be extended to target communities, identifying local concerns, interests and preferences. This will allow designers to verify whether ideas
accepted at the country level, can be successfully implemented at the local one.

This case also shows that, in order to implement what are considered by experts to be technically-relevant solutions, must be made socially-relevant a well.

An Extract of the Stakeholder Mapping in the case study from Lao PDR (FIP)

The Lao PDR feasibility study included a stakeholder analysis that acknowledged the broad range of primary and secondary actors both directly and indirectly
involved in the project. These stakeholders were categorized according to target areas and sectors; this and other exercises helped identify opportunities for
partnership and collaboration with other projects and with the private sector.
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What Are They and How Do They Work in Practice?

Market analyses focus on identifying the economic sectors and geographies with the highest potential
for the development of project-supported enterprises. It allows project designers to establish types of
markets; understand the dynamics of competition; identify supply and demand capabilities; evaluate
market links (such as value chains or complementary/supplementary markets); detect market drivers,
their trends, and their potential to impact project outcomes; map out key market stakeholders (e.g.
investors, suppliers, financial intermediaries, including their product portfolios and future plans);
identify prices, pricing structures and methods; and obtain input on market segmentation and consumer
profiles, among others. (World Bank, 2016)

Market analyses can apply to both public and private-oriented investments (though it may present
variations in its components and level of detail/segmentation) and is often used as a way to flesh-out
the complexity of the business-development conditions in which a given investment will take place. In
practice, MDBs do not always carry out “market analyses” explicitly framed as such, but some of their
main components are always found in Sector Assessments, Project Documents and Investment Plans.

How Do They Operate
at the Different Levels of VILP?

At the landscape level, market analyses can identify macro-economic and pricing-policy
trends or cycles that can either obstruct transformational change (by making it harder
for niche innovations to penetrate a regime) or exert pressure in favor of it (by opening
opportunities to change established practices). For example: a market analysis may
indicate a recession as being unsupportive of investment in high-risk technologies;

or identify how an international commitment to phase-out fossil subsidies could favor
investments in renewable energy.

At the regime level, market analyses can reveal barriers and opportunities closely related
to prevalent conditions in industry, regulations, technology and preferences (sub-regimes).
By dissecting these elements, they can help identify: a) status-quo practices or market
failures that need to be changed or destabilized in order to allow transformation to happen;
and b) sub-regimes that are already less stable, where transformative innovations are
more likely to flourish. For example: a market analysis may point to market distortions such
as high tariffs on energy storage systems as a barrier to achieve full renewable energy
potential.

At the niche level, private sector projects and programs often focus on products that will be
catapulted into the regime through financial support. Market analyses will identify the key
constraints and opportunities for them, as well as other complementary and supplementary
niche products, in order to better inform the means to influence established markets and
build momentum around radical innovations.
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Main Components

@,4

Supply and demand:

Market gaps defined as the
difference between the types
and amounts of products and
services being offered, and the
amounts and types of services
demanded by consumers.

- Policy and regulatory

framework: Current and
foreseeable regulations
applicable to the target market,
as well as any government
policy affecting market
development (taxes, incentives,
prohibitions, campaigns,
regulatory vacuums, etc.).

;--+ User preferences: Consumer

or target populations’ needs
and preferences, payment
capacities, risk profiles, among
others.

-+ Financial profile: Sources

of cost and value, cost
stability, pricing strategies and
mechanisms, availability and
characteristics of finance and
suppliers of debt, and potential
financial returns.

- Technological outlook:

Traditional technologies
available in the market,

as well as related niche
innovations seeking to enter
the mainstream.

-+ Subsectors within the given

market: Characteristics of
market segmentation, including
size, stability, requirements,
competitive edges, etc.

Note: In their broadest sense, “Markets” are understood as a place in which goods and services are sold and purchased; as such, this type of assessment is not

limited to private sector projects.
Source: developed by C230 with input from World Bank 2016; IDB Group 2011; and IRENA 2016.
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TrC-Related Questions
That They Can Help Answer

1. Relevance. What market is the investment seeking to target? How open to
innovation is it? What has been its trajectory in relationship to climate change?
What conditions might be necessary to “tip” it into shifting or accelerating
towards a low carbon and/or climate resilient trajectory?

2. Relevance. How can the climate investment address gaps or failures in this
market? Is now a strategic or ripe time to do so, and why?

3. Relevance, scale and sustainability. Is there a sizable and effective/proven
demand in this market for this type of climate investment? How can design
make it more likely to be adopted and mainstreamed? Are there context-
specific user needs and preferences it should address?

4. Systemic change. What are the main market barriers (as related to policy,
regulation, user preferences, technological outlook) that could limit the
adoption/mainstreaming of a climate solution in this market?

5. Systemic change. Which are the main market actors? What are their
behavior and decision-making patterns in relation to climate change? Wil

the investment need to shift these patterns, and if so, how can it do this from

a market perspective (e.g. changing preferences, reducing risk perceptions,
addressing knowledge-gaps etc.)?

6. Scale. What are other potential geographic markets and/or market segments
for this type of climate solution? How could design be adapted in order to
maximize its probabilities of being adopted elsewhere or by others?

7. Sustainability. Are there elements in the current and foreseeable economic
and regulatory policy (e.g. taxes, subsidies, tariffs, prohibitions, etc.) that could
jeopardize climate-related efforts in this market?

8. Sustainability. Are there other developments in this market's outlook that may
hinder the climate solution’s ability to be adopted and mainstreamed?

Synergic Relations with Other TMAs

Stakeholder engagement: Involving stakeholders is key to identify critical
information that is often not reflected in hard data, such as influential
market players (on grounds others than market share), front-runners and
+actors willing to innovate, barriers to adopt new proposals, attractiveness of
the proposed solutions, and interests in financial support, among others.

Feasibility studies: While a market analysis can help identify the main
opportunities, target consumers, allies and requirements to design the
specifics of an investment, feasibility studies can verify that the design is
technically and financially promising, particularly when some on-the-ground
testing is involved.

Principles of blended finance: Can shed light on TrC-related areas
that market analyses should cover. These include gathering sufficient
information on a) the variables that will determine the commercial
sustainability of a proposed solution in the long run (with out the need for
concessionality), b) market readiness for catalytic resources to effectively
open up the market, and c¢) identify market failures and institutional
arrangements to consider during the development of the proposed solution.

Through which VILP-Tactics
can they strengthen TrC?

Support and design with front-runners and first-
movers. By identifying market players spearheading
the adoption of relevant transformative solutions,
market analyses can orient project design and see
how to collaborate with key business/initiative-
developers in overcoming barriers to alter a given
regime. It also has the ability to identify potential
synergies among innovators, in which case the project
or program can be used to develop and strengthen
market linkages, and lobby together for change.

Identify and empower promising niches. A
thorough assessment of market characteristics can
bring forth the key points through which to strengthen
a high-potential niche for low-carbon or adaptation.
Examples of this are identifying gaps between supply
and demand, understanding consumer interests

and ability to pay, linking climate interventions

with pressing market failures, aggregating niche-
innovations, among others.

Seize ongoing transformations. Transformational
changes are seldom derived from a single
intervention. The wide scope for a market and sector
analysis can identify synergistic efforts carried out

at other levels, by other institutions and on different
points of entry, including regulatory modifications,
technological advancements, financial opportunities,
additional low-carbon or adaptation projects, among
others.

Involve influential agents of change. An important
role of market analyses is to map possible investors
and financial intermediaries, whose support may
impact the potential to scale a solution and break
market-entry barriers. At this stage, project design
may benefit from considering ways to incorporate
current system incumbents with additional investment
capacity as a way to optimize TrC likelihood.

Create adaptive platforms. By thinking of scale and
replication from the start, market analyses can be an
ideal space from which to brainstorm how the design
of a solution proposed for a particular market can be
extrapolated or expanded to tackle other markets or
segments, and if necessary, adjust the original design
to enhance compatibility and adaptation capacity.

Designing for Transformation: A Practice-Oriented Toolkit for Mainstreaming Transformational Change in Program and Project Preparation Processes
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An applied example from the Maldives case study (SREP)

Maldives’ public-sector program Preparing Outer Islands for Sustainable Energy Development derived from a SREP investment plan containing
various elements of a market analysis. It identified the policy and sector background, profiled islands according to their electricity demand,
identified key barriers and challenges in the sector, and presented technological alternatives that could be deployed to strengthen renewable
energy (RE) according to each island’s profile. The study was key to identify project pathways appropriate to the market circumstances of each
island, and deal with the main constraints limiting RE mainstreaming.

Takeaway: Analyze segments within a market to make solutions relevant to context-specific conditions
Market analyses can operate effectively at programmatic levels, generating the key inputs to better define an appropriate combination of
projects to tackle all relevant barriers considered necessary to achieve transformative outcomes. They can help define regional markets or
subsectors in which innovative solutions can be more effective, while tailoring them to fit context-specific needs.

An applied example from the Bolivia case study (PPCR)

The cornerstone of the design for the PPCR project Financial Products to Promote Climate Change Resilience in Bolivia was a market analysis.
It identified the environmental hazards affecting target populations as well as their capacity to access finance, the regulatory framework in which
the product would operate, and the penetration of competitors in regional submarkets, among other elements. As a result, the market analysis
proposed a set of resilience measures that could be supported by the financial product, which was then validated through feasibility study that
involved a stakeholder consultation to identify the measures that were more appealing to target recipients, as well as the amount these were
willing to invest to adopt the measures.

Takeaway: Combine market, feasibility and stakeholder studies to increase the relevance of design

Market analyses can benefit significantly from combining hard, data-driven inputs with soft, qualitative consultations to ensure products are
capable of addressing climate problems in ways that are attractive, compatible with idiosyncrasies, and adjusted to available resources.

An applied example from the Mexico case study (CTF)

The CTF project Capital Markets Solution for Energy Efficiency Financing included a market analysis through which it identified the predominant
characteristics of the Energy Efficiency (EE) market in Mexico. Its scope ranged from institution mapping to analysis of demand, and from financial
barriers to possible subsectors in which to focus. The analysis found that the key market barrier to tackle was that the risk profile of small-scale
projects and the companies able to implement them was not always aligned with the risk-profile requested by traditional financial institutions. As

a result, the project focused on creating a new financial mechanism based on project aggregation and a risk-sharing guarantee. By focusing the
project on the key market barriers, the market analysis helped design be relevant and adequate towards achieving systemic change.

Takeaway: Clearly lay out the barriers directly tackled by the solution and map residual barriers

Projects with transformational ambitions benefit from ensuring that the proposed design tackles at least one core market failure or barrier; and
that once the solution has overcome it, no overseen market elements will deter implementation.

OO,

An applied example from the Mexico case study (CTF)

Another key element of the market analysis carried out for Mexico's Capital Markets Solution for Energy Efficiency Financing was its identification
of sub-sectors where EE projects would be most attractive (e.g. cogeneration). The dynamic mapping of these sub-sectors -through continued
stakeholder consultation- allowed project designers to question themselves from the start on the type of characteristics that the product

should have to ease future scaling and replication. This led them to develop a flexible platform capable of adapting to multiple segments (e.g.
transportation, ceramics, public buildings).

Takeaway: Explore related market linkages with a forward-looking strategy to scale

Particularly for private sector projects in which a product (financial or other) will be placed on the market, an analysis capable of exploring
related markets or subsectors can offer an upper hand in terms of future scale, as well as the possibility to tweak the original design to better
prepare the project for replication or expansion.
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TMA in action: an extract of the market analysis from Mexico (CTF) case study

Note: This is a graph taken from the original report, from which confidential information has been removed.

The market analysis included in Mexico’s Capital Markets Solution for Energy Efficiency Financing offers a good example of the width that this method can
have. It mapped out relevant institutions, user preferences, available technologies, financial constraints and international best practices used to overcome
them, and sub-sector profiles that could fit into the projects’ scope. (Creara International, 2013)
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What Are They and
How DoThey Work in Practice?

The purpose of a risk assessment is to identify events or factors that could negatively impact
an investment, the characteristics of potential hazards (their probability and severity), and the
level of vulnerability and exposure to the given hazards (Dickson, et. al., 2012, p. 21). Once
these have been understood, a risk management plan can be developed to address them,
by establishing measures to prevent the occurrence of the risk and/or attenuate its potential
impact should it occur.

Risk management plans may also analyze other elements, such as: the likelihood and
severity of a risk after mitigation measures have been implemented; the people or institutions
responsible for implementing each mitigation measure; risk mitigation objectives, and
monitoring mechanisms.

In practice, project designers firstly carry out risk assessments and management plans related
to the overall investment that are general in nature; as the intervention is further defined,
specific assessments will be developed for financial, disaster, and climate-specific risks, for
which MDBs have specific methodologies and guiding documents (for some examples, please
see “References”). This Guiding Sheet refers mainly to the former: investment-related risk
assessments and management plans that should ideally address political, macroeconomic,
policy-related, technology and operational risks (please refer to “Table 1: Types of Investment
Risks” on page 4 of this Guiding Sheet for a description of these types of risks).

How Do They Operate
at the Different Levels of VILP?

The assessment of dynamics at the landscape level is particularly aided by risk
assessments: since elements at such a level cannot be controlled by a project or
program designer, often the best she/he can do is anticipate possible eventualities
and prepare suitable responses, so as to reinforce the investment's sustainability.
Risks at this level can include variations in the international prices of key inputs,
political and economic crises, shifts in ideology, among others. (“Table 1: Types

of Investment Risks” on page 4 of this Guiding Sheet provides a list of risks that
designers should consider when analyzing elements at the landscape level).

At the regime level, projects and programs should be able to scan all arenas or
sub-regimes (technology, culture, science, markets, industry and policy) in order to
identify the most salient risks threatening the intervention. Available resources and
time frames sometimes can limit project designers from addressing all risks, but a
systematic effort to identify them is critical to define those that are worth tackling.
Some of these risks include changes in regulation, in political parties, in market
actors and trends, etc.

Risks at the niche level can be harder to identify, but projects should be mindful of
foreseeable technological breakthroughs, promising niche actors or companies that
may support or compete with the intended intervention, etc.

RISK ASSESSMENTS AND RISK MANAGEMENT
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Main Components

;--= Description of risk: Explanation of the risk

that may affect the project's implementation or
sustainability. Includes the source and possible
hazards that could result from the event.

-+ Likelihood of occurrence: How probable it

is that the event will happen. Usually defined
within a three or five-level gradient (low,
medium, high; or very low, low, medium, high,
very high).

-+ Level of severity: How significant will the

risk's consequences be for the project's
implementation or sustainability. Tends to be
defined within the same three or five level
gradient.

- Actions to mitigate/manage risk: Establishes

the measures that will be taken in order to
reduce the risk’s likelihood of occurrence and/
or level of severity. Should define expected
outcomes, the organization or person
responsible, and implementation timeframe.

-+ Mitigation/management costs*: Estimated

costs and/or requirements of the response to
the risk, should it occur.

-+ Indicators and monitoring*: Targets and

mechanisms to monitor the implementation and
results of each mitigation/management action.

-+ Residual likelihood of occurrence*: How

probable is the risk of occurring after the
mitigation measures have been implemented.

-+ Residual level of severity*: How significant

will the risk’s consequences be once
management measures have been adopted.

*These elements are optional, their application
will depend on the level of complexity sought.

Note: The assessment of risks is part of standard procedures by both ADB and IDB Group project and program preparation, each with its own particularities and thematic
variations. The elements shown here seek to systematize what has been observed in practice, and further break down key analytical components identified through

literature review. Source: developed by C230 with input from ISO Guide 73 (2009).
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TrC-Related Questions
That They Can Help Answer

1. Relevance and sustainability. Is it likely that the policy priorities to which this
investment responds, will shift in the medium to long term? How can the design
of the investment respond to political risks?

2. Systemic change. Do risks (or perceptions of risk) related to this investment
stem from conventional beliefs, behaviors and decision-making criteria? Could
the design of the investment seek to shift them, and if so, how?

3. Systemic change. Will the investment have an impact on interest groups
that could place it at risk? What measures could help neutralize/convert their
position?

4. Scale. How can the understanding of risk inform the size and the phasing
of this climate investment? How can a scaling-up strategy manage risk and
perceptions around it?

5. Scale. Do the costs of potential risks and of risk-mitigation measures have an
impact on the potential for expansion? Could they be lowered through time?

6. Sustainability. What exogenous political, macroeconomic, policy-related,
technological or operational risks (see Table 1: Types of Investment Risks on
page 4) are there? Is there a management plan to address the most likely/
severe of them?

7. Sustainability. Which local partnerships and contingency resources could
be leveraged if financial, economic, environmental, sociopolitical or physical
conditions change?

8. Sustainability. What are the foreseeable risks at the niche, regime and
landscape levels for this investment? How are they likely to impact the ability to
achieve long term sustainability (e.g. beyond the repayment period)? How can
they be managed?

Synergic Relations with Other TMAs

Stakeholder engagement: Consulting sector and country experts can

. improve a project designer’s capacity to identify risks and verify whether
certain mitigation/management measures are feasible and effective to
' counter them. Local insight is paramount to address assumptions that
could increase risks.

Feasibility studies and market analyses: These can effectively shed

light on technical and market factors (such as market trends, consumer
profiles, regulatory shifts, etc.) whose variations could call for re-
strategizing or additional mitigation measures.

Theory of change: Any rationale chain can benefit significantly from
identifying assumptions and risks present at each causal connection
between elements. In this sense, when using tools such as a Theory of
change (or LogFrame, or Logic Model, etc.) it is advisable to be explicit
about the assumptions implied from one causal chain link to the next.

Through which
MLP-Tactics can they
strengthen TrC?

Seize ongoing transformations. Risk
assessments and risk management
plans are the main tool available for
project designers to prepare for shifts,
at all levels of MLP. This builds projects’
and programs’ capacity to avoid, resist
or manage future events, adding to their
overall sustainability and potential. It
must be borne in mind that some risks
may become opportunities to push MLP
dynamics in favor of a transformational
project (e.g. use a spike in oil prices,

or changes in political party, to bolster
support for a renewable energy project);
in this regard, risk assessments may
also consider including key opportunities
that may be opened up due to

changes in the context surrounding an
intervention.

Build evidence and credibility. By
identifying the risks of an intervention,
project designers can take measures to
manage expectations around particularly
risky and disruptive projects (perhaps
opting for controlled pilots before
scaling-up). In this sense, the timely use
of this TMA can shield the reputation of
institutions, practices and technologies
involved in the investment (for example,
by making key stakeholders aware that
a geothermal project carries risk, but an
unsuccessful exploration drilling cannot
speak to the potential of geothermal
energy as a whole).
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An applied example from the Colombia case study (CTF)

Colombia’s Financing Program for the Technological Transformation of Bogota’s Integrated Public Transportation System was conceived during
the Country’s 2010 CTF Investment Plan (IP). The IP included a risk management plan which identified risks in seven arenas (from policy and
regulatory framework, to procurement).

The assessment identified the risk of bus operators opposing the program. To address it, the program incorporated consultation processes,
and IDB Group decided to fund a Test Program in different cities in Latin America (including Bogota), which brought clean technologies and their
manufacturers closer to bus operators in the region. This was critical to open up operators to the idea of adopting clean technologies.

Takeaway: Scan for risk in all arenas and act preemptively to address concerns of potential detractors
Risk assessments can begin with a structured set of topics in which to look for possible risks. This systematic approach can add thoroughness
to the risk identification process, using a “full scan” that covers elements at the landscape, regime and niche levels.

Once identified, risks can look outside of the project or program’s direct area of influence, in order to find mitigation measures and hinge on
other projects within the same investment plan or MDB activity in the country.

An applied example from the Bolivia case study (PPCR)

Financial Products to Promote Climate Change Resilience in Bolivia is a scaling-up operation of a previous project (EcoMicro), which included a
risk management plan from the beginning. The risk assessment identified a regulatory risk derived from the approval of a new financial services
law which could threaten the sustainability of the financial product that the project sought to expand. Identifying this risk was valuable and allowed
implementers to keep this element on the foreground; however, the mitigation measures drafted were limited to address the short-term financial
needs of the project, rather than including measures to strengthen the financial product’s survival after project implementation. Not making explicit
the risk’s high likelihood of occurrence, nor its long-term residual severity, may have contributed to the lack of more robust mitigation/management
measures.

Takeaway: Manage severe risks with high probabilities of occurrence with comprehensive planning

Risk assessments can be valuable in and of themselves; however, their main contribution of thinking about risks comes from the definition of
actions to mitigate and manage them. Knowing how much of the risk can be mitigated and how significant an impact it can have on a project’s
survival is key to identifying the level of effort worth putting into additional measures. Also, long term sustainability requires risk management
plans to go beyond the financial characteristics of the project (related to the repayment of the loan) and focus on the project’s long-term
operative survival and scaling up.
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Table 1: Types of Investment Risks

Political Risks
Violence/ instability
Expropriation
Convertibility (lack of leadership in the implementation of exchange controls)
e Sl AT Breach of contract

Macroeconomic Risks

Commodity prices / economic conditions

Currency and interest rate volatility

Financing (limited depth of domestic financial markets and/or lack of financial regulation)
Policy-Related Risks (Regime Level)

G EH AT Policy (Legislative or Regulatory) Changes

Policy Inconsistency (discrepancy in policy across geographies)

Technology and Operational Risks (Niche Level)

Performance-related

Obsolescence

New market financing (for unproven technologies)

Operational-related (permitting, compliance, labor, and physical risks)
Infrastructure-related (insufficient or unreliable supporting infrastructure)

Niche Level

Note: This is an indicative list and is not meant to be exhaustive. Additional types of risk according to the transformational change framework may include
financial, economic, and climate.

Source: WRI (2012) with information from UNEP (2009), Standard & Poor (2011), ODI (2011), McKinsey (2010). The original source proposes financial
mechanisms to address these risks such as guarantees, local currency loans/facilities and guarantees, interest rate swaps, concessional and flexible
finance, lines of credits, and aggregation structures product vehicles, among others. See: WRI (2012): “Moving the Fulcrum: A Primer on Public Climate
Financing Instruments Used to Leverage Private Capital”. Working Paper by Shally Venugopal and Aman Srivastava. 36pp
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What Are They and How Do They Work in Practice?

“Project economic analyses aim to ensure that scarce resources are allocated efficiently, and investment
brings benefits to a country, raising the welfare of its citizens.” (ADB, 2017, p.1) This kind of assessment
seeks to determine whether a project meets three conditions: 1) it represents the least-cost or most efficient
option to achieve the intended outcomes; 2) it generates an economic surplus above its opportunity cost;
and 3) it has sufficient funds for a successful operation and maintenance.

There are different tools available to carry out economic analyses:

+ Cost-benefit analysis (CBA): Compares discounted flows of benefits and costs over a prescribed
time horizon, using money as the common quantitative unit for comparison.

+ Cost-effectiveness analysis: Calculates a ratio of cost to a specific measure of impact. It can be a
useful indicator where a CBA cannot be used to establish a monetary value for project output.

+ Multi-criteria analysis: Defines a series of criteria in which projects are expected to deliver outcomes;
it then assigns weights to each and compares project alternatives based on their effectiveness to reach
results.

+ Grant equivalent analysis: Compares project alternatives on the basis of the amount of concessional
finance needed vis-a-vis the expected benefits.

In practice, Multilateral Development Banks (MDBs) tend to favor comprehensive economic analyses over
more simplistic alternatives. For example, ADB’s policy requires projects to distribute benefits and costs in

a way consistent with its intended development objectives, and to internalize their environmental effects.
Similarly, IDB Group’s directives establish that projects with potential environmental impacts must include both
an Environmental Impact Assessment, and a comprehensive cost-benefit analysis that internalizes them.

For private sector projects, IDB Group tends to prefer grant equivalent analyses.

How Do They Operate at the Different Levels of MILP?

At the landscape level, economic analysis should properly account for key macroeconomic conditions,
such as the prices of key inputs (e.g. steel) and competing resources (e.g. oil) using sensitivity
analyses to test their possible impact on the investment. Furthermore, economic analyses could be
used to reveal societal and institutional idiosyncrasies around “what has value”. Placing stronger
weights on benefits for vulnerable populations, or setting a particular discount rate, also have ethical
implications . Economic analyses may provide a space to open a dialogue about how these value
systems relate to a climate investment, as a first step towards changing attitudes and decision-making
rationales

At the regime level, economic analyses must provide information to gain support from stakeholders
inside established institutions, by providing them with evidence that demonstrates how phasing out
traditional practices and technologies, can allow a more efficient use of resources. For example, by
comparing the cashflows of diesel-based power plants, versus expected cashflows form renewable
energy generation systems. Economic analyses should demonstrate how benefits are expected to
rise because of improved rules and practices (e.g. greater household water-efficiency and savings
from rainwater collection systems once water tariffs are adequately established and collected)

At the niche level, economic analyses will be useful to the extent they can credibly and integrally
account for all benefits generated by climate change innovations. They should play a critical role in
comparing innovations that tackle similar outcomes, in order to establish a dominant business model
that can be advanced into substituting established practices.
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Main Components

;--- Demand analysis. Existing and

future demand for goods and
services that will be produced by
the project. Provides the basis
for estimating economic benefits.

- Alternative analysis.

Comparison of the proposed
project with a no-project scenario
and feasible alternatives, to
ensure it is the most efficient
option among those available.

-+ Sustainability analysis.

Evaluation of the financial and
institutional capacity of the project
to sustain its economic benefits
over time, already accounting for
costs and measures derived from
addressing environmental impacts.
It includes financial evaluations of
both the project and the executing/
implementing entity.

-. Sensitivity analysis.

Assessment of the impact
on intended outcomes that
would derive from a change
in the values of the project’s
parameters.

Distribution analysis. Analysis of
how different stakeholders will be
affected by the costs and benefits
derived from the project, to ensure
no disproportional burdens are
placed on any group.

Level of concessionality.
Difference between the cost

of financing the project at
market value, and the cost with
concessional finance (debt,
guarantees, grants, etc.).

Note: Other elements used by MDBs in economic
analyses include country context analysis, sector
analysis, and rationale for public involvement,
which can often be covered through other tools,
such as a market analysis. Sources: ADB, 2017;
Dixon, 2012; and Scott, 2017.
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TrC-Related Questions
That They Can Help Answer

1. Relevance. Which benefits and co-benefits constitute a priority in the context
of the national agenda? Do these metrics perform well in the project’s overall
economic analysis? Can they be improved?

2. Relevance. How flexible is the “business case” (benefits vs. costs) for this
climate solution? How sensitive is it to changes in its parameters? How could it be
better prepared to withstand future changes/adaptations?

3. Relevance. Do climate-related benefits from the selected solution outperform
those of comparable alternatives? How can they be boosted?

4. Systemic change. Are there data gaps, knowledge barriers and/or information
asymmetries that must be addressed in order to properly account for the intended
transformational outcomes of the investment?

5. Systemic change. Are costs and benefits of the investment conclusive enough
to change decisions and behaviors? Would boosting the cost-benefit ratio increase
the likelihood of shifting mindsets? Could project design achieve this?

6. Scale. How are cost curves expected to evolve over time? Are they likely to
show economies of scale? Can benefits be made to expand more rapidly in time?

7. Sustainability. Does the sustainability analysis indicate financial and institutional
capacity to sustain benefits over time? How can arrangements and capacities be
bolstered to better manage external shocks?

8. Sustainability. Does the distribution analysis confirm that there are no
disproportionately large costs for any group? How can costs be managed to
minimize potential opposition?

Synergic Relations with Other TMAs

Feasibility studies. Feasibility studies can provide necessary evidence to
fine-tune economic analyses and produce accurate comparisons among
alternatives; the more they feed from hard data that is specific to the context,
the more likely that economic calculations will be credible and persuasive to
local stakeholders. In turn, the economic analysis will provide key inputs to
inform the institutional arrangements required for implementation, which are
often laid out in feasibility studies.

Market analyses. Many elements that set the basis for an economic
" comparison of alternatives (such as demand analysis, pricing trends) can
. be provided by market analyses. These can help project designers identify
© market niches, competing practices or products, and factors on a wider
+ spectrum that could modify the investment’s expected costs and benefits.

Principles of blended finance. Economic analyses can build on the principle
of minimum concessionality to compare between alternatives based on the
amount of concessional finance needed to see them through. This can add an
extra layer of analysis to economic analysis variants, allowing MDBs to make
better decisions regarding the use of limited concessional resources.

Through which
MLP-Tactics can they
strengthen TrC?

Build evidence and issue linkage.
Economic analyses use hard data to
demonstrate the advantages and returns
of an investment, and to compare it to
alternatives. In doing so, they generate
powerful information required to inject
credibility into the project and to potentially
gain buy-in from key stakeholders. The
clearer the explanation of financial and
non-financial impacts salient to the
communities involved (e.g. foregone profit
vs. improvements on air quality and health),
the more likely it will contribute to making
the investment relevant to the country or
sector context, gaining the public interest,
and increasing momentum around it.

Articulate problem. Climate investments
tend to involve highly complex operations,
with both positive and negative impacts in
various arenas and moments in time; this
can often lead to piece-meal or parochial

discussions about the convenience of

a solution, which can delay change and
water-down support. Economic Analyses
provide a useful platform to cohesively
integrate all the impacts of the intervention
regardless of them being short-term
financial or long-term environmental- and
assess their overall contribution for society
(net balance).

Challenge established technologies and
practices. Economic analyses can be used
to prove that niche innovations outperform
established practices or technologies,
which in turn can help change mindsets
and stop inertial decision-making.

Identify and empower promising niches.
By comparing similar alternatives on
different grounds, economic analyses may
be used to reveal which among competing
innovations may have the strongest
characteristics and potential to break into
established practices.
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An applied example from the Colombia case study (CTF)

Colombia’s Financing Program for the Technological Transformation of Bogota’s Integrated Public Transportation System (SITP) commissioned
an economic analysis to identify a) the costs and benefits of the adoption of the SITP vs a no project scenario, and b) the costs and benefits of
adopting hybrid, electric or hybrid and electric buses, both for a pilot fleet and the entire fleet. The study demonstrated the economic viability

of both SITP and the adoption of clean technology buses, from a comprehensive approach that included quantifiable elements expressed as
currency (infrastructure, training, bus procurement, CO2 emissions, particulate matter reduction, among others) and acknowledged those that
were difficult to translate to monetary values (noise reduction, impact of vehicle weight on pavement deterioration).

Takeaway: Compare alternatives to calibrate critical factors necessary for stakeholder buy-in

Economic analyses are useful to conceptually measure multiple technological alternatives and different deployment strategies against each
other. This will allow decision-makers to find the right balance between the ambition to exert transformational change, the capacity to deliver
short-term benefits and the current financial capabilities of investors, which are all key concerns for viable implementation.

Also, economic analyses cannot always translate potential benefits and damages to a single common currency. It is nonetheless still
possible to assertively communicate all impacts of the project, to the benefit of gaining buy-in from key stakeholders. A clear recognition of the
limitations of accounting methods can bring further credibility to the investment and help lay out a strategy to fill-in knowledge gaps.

An applied example from the Maldives case study (SREP)

Maldives’ Preparing Outer Islands for Sustainable Energy Development included an economic analysis of each of the five pilot islands selected for
project implementation. Based on learnings from past projects, designers acknowledged the need to assess monetary savings potential stemming
from both new RE generation, and from more efficient diesel-generation equipment; in a final step, it linked them to the contribution this would
make to energy security.

These studies were able to communicate the cost-effectiveness of looking holistically at energy systems, setting them apart from past initiatives
that were siloed on renewable potential only. This approach generated information that was of interest to stakeholders that had been opposed to
RE in the past, contributing to change attitudes towards RE investment.

Takeaway: Communicate benefits using indicators tha are most salient to actors
Economic analyses can be used to identify the interdependencies between current practices and technologies, and the change that a climate
investment is aiming for, in order to design solutions that can create synergies towards the desired outcome.

They are also particularly apt for quantifying the impact that climate action can have on economic and even political issues relevant to a

country or sector. Therefore, their strategic use can result in increased stakeholder buy-in, particularly when they use metrics that are aligned
to issues already high in the priorities of a given agenda.

An applied example from the Mexico case study (CTF)

Mexico’s Capital Markets Solution for Energy Efficiency (EE) Financing, addressed a business environment where the lack of historical data
on the savings from small-scale EE projects contributed to uncertainty and lack of interest from potential investors. In response, part of the
project’s rationale has been to place these small-scale EE projects in capital markets, where they will be reporting on their technical and economic
performance on a daily basis and in a way that is open to public scrutiny.

Since all individual EE projects financed by the project have included economic analyses, it is expected that the comparison between expected
benefits and actual outcomes, will allow this project to play an important role in demonstrating the profitability of small scale RE projects through
time, likely to set a precedent for further action in the market.

Takeaway: When innovating, make data generation for economic analysis a built-in feature of design
Climate investments can sometimes have difficulties in presenting robust information about their potential impact, due to the lack of
precedents and referents that can be validly extrapolated within the economic analysis.

In this sense, particularly innovative climate investments may consider establishing a platform or mechanism that can continually generate
and disseminate evidence of their economic viability and benefits, thus paving the way for future replications or scaling.
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TMA in action: an extract of the economic analysis in the case study from
Maldives (SREP)

This table summarizes the cost-benefit ratios of the five pilot islands considered in Maldives’ Preparing Outer Islands for Sustainable Energy Development
Project, as explained in the previous section. The costs and benefits presented summarize all those derived from installation and generation of RE through
solar PV, as well as the increased efficiency from the installed energy grid and the diesel-based generation plants that provide the baseload power for the
system. This allows designers, government officials and other stakeholders to easily identify the economic outputs of each subproject, as well as the overall
convenience of the investment as a whole.

Source: ADB (2013). Economic Analysis for Preparing Outer Islands for Sustainable Energy Development. Manila, Philippines.
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What Are They and How
Do They Work in Practice?

Pre-feasibility and feasibility studies provide technical, economic, and financial
assessments required to verify the viability and attractiveness of an investment.

Pre-feasibility studies seek to establish whether a) possible alternatives of
design for a project have been examined; b) there are any negative aspects
that may seriously compromise its completion; ¢) available information suggests
financial attractiveness; d) there is justification for a full-blown feasibility study.

Feasibility studies are more complex than the former, and offer a more detailed
assessment to inform the decision to finance an investment. Depending on their
robustness, they will fulfill the following specific functions: a) testing — prove
technical workings; b) positioning — identify the intervention within its given
market; ¢) forecasting — anticipate how it will evolve along the investment period.
(Loan, 2010).

In practice, technical assessments may include specific variables relevant to the
type of project, such as legal, environmental and gender-related impacts, as
well as important considerations for the institutional arrangements needed for
implementation. Once the feasibility study is completed, the project implementer
must have all necessary information to decide whether or not the project should
be executed, and adjust the final aspects of its design.

How Do They Operate at the
Different Levels of MLP?

At landscape level, feasibility studies should identify key inputs and
market trends beyond the control of the project, which may impact
the financial viability of the investment. For example, the impact

of international oil prices for a renewable energy project that will
compete with thermoelectric generators.

At regime level, they should compare the proposed solution with
established technological/cultural alternatives, and assess whether
policy and markets are enabling factors for the proposed intervention
to compete. For example, by comparing solar PV performance with
established thermoelectric generators.

At niche level, they must help demonstrate how this project or
innovation is viable and competitive — in terms of its financial

and technical performance, and position it relative to other niche
innovations that may be complementary (+) or supplementary (-). For
example, by comparing solar PV with a biogas installation.

PREFEASIBILITY AND FEASIBILITY STUDIES

S

Main Components

.-« Financial characteristics

5

Overall costs of project implementation (upfront
investment and maintenance), resource
availability, concessional finance requirements,
internal rate of return, etc. May include a cost-
benefit or cost-effectiveness analysis (sometimes
accompanied by a sensitivity analysis).

:--» Technological solutions

Technological alternatives considered for

project implementation, including their main
characteristics, requirements, inputs and potency;
for example, different layouts and installations for a
solar PV project, considering the option of adding
batteries for energy storage.

Project operation

Specifics on project implementation, including lines
of command, organizational charts, necessary time
frames, implementation roadmaps, among others

-+ Institutional arrangements

Partnerships, agencies, taskforces, committees,
among other organizational links necessary for
project implementation and monitoring.

-» Legal requirements

Regulatory framework applicable to the
investment, including legal procedures at design
and implementation phases; it may suggest
opportunities for regulatory improvement.

-+ Market profil

Level of market readiness of technologies and
practices to be introduced by the investment.
Should identify commercial barriers, market
players, expected demand, and other
characteristics relevant for markets to adopt them.

-- Stakeholder analysis

Identification of stakeholders relevant to the
project, their level of influence and interest,
relationships among them. Note: this is generally
absent from studies with a strict technical focus.
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TrC-Related Questions
That They Can Help Answer

1. Relevance. When compared to alternative climate investments in this market, how can this
technical and financial solution outperform them? How can it be more strategic in tackling the most
important challenges of low carbon and/or resilient development?

2. Relevance. In what ways can the technical features and institutional arrangements of this
investment be better aligned to current country priorities and policy frameworks? Can these
features be flexible to adapt to changing priorities and circumstances?

3. Systemic Change. How can the institutional/operational arrangements of the investment
contribute to shift mindsets around this climate solution, particularly from potential detractors?

4. Systemic Change. Are there financial or technical features that generate skepticism and/or
perceptions of risk around the benefits of this climate solution? How could test-runs and other
demonstrative activities most effectively address them?

5. Scale. What are the main differentiating factors across potential submarkets for this solution?
Would it be possible to tailor the investment’s design to best suit them? (e.g. design a variation of
the climate solution for different market/user typologies)

6. Scale. How should this investment's technical and institutional arrangements be designed, so
that it is likely to be replicated in additional geographies, submarkets or sectors in the future? What
would be the minimum requirements (e.g. resources, installed capacities) in order to realistically
attempt this?

7. Scale. Does the investment involve a potential technological/financial breakthrough? How can it
have the maximum demonstrative effect on others?

8. Sustainability. What will be the operational needs of the investment in the long term? How can
this investment provide proof of long-term operational soundness?

9. Sustainability. How can the institutional arrangements address the need for resiliency to potential
shocks (financial, economic, environmental, socio-political and physical)?

Synergic Relations with Other TMAs

Risk assessment: Viability of a project can consider risks during the implementation
+ phase, to significantly increase a project's overall potential for success.

Stakeholder engagement: Feasibility studies can be desk-based, but they can also
+include pilot testing and participatory activities that engage stakeholders and allow them
. to verify first-hand the potential of the intervention. This can ensure that technologies or
© practices are tested under “real and local conditions”, boosting the demonstrative effect
. ofthe studies.

Economic analyses: Feasibility studies tend to include calculations of costs and benefits
. of project implementation, but unlike Economic analyses, these are not necessarily
© compared with a no-project scenario and/or other alternative scenarios. By including
+ aformal “Economic analyses’, feasibility studies can offer additional insight into the
' relevance of the intervention, both for the project at stake as well as additional projects
+ that could follow.

Market analysis: As a previous analysis, market analysis can help finetune the elements
to be considered during the feasibility study (particularly when multiple feasibility studies
will be carried out for different projects within a single program).

Through which
MLP-Tactics can they
strengthen TrC?

Create adaptive platforms. Given the
fact that pre-feasibility and feasibility
studies lay out the investment’s general
operational chart and institutional
arrangements, they provide a space
for designers to ensure constant
monitoring is carried out in technical
aspects of the project, and provide
appropriate channels to quickly feed
back into management decision bodies.
This can boost adaptability, allowing
implementers to promptly adjust design
in the face of changing circumstances.

Identify and empower promising
niches. When executed and
disseminated with support of an
influential actor —e.g. MDB-feasibility
studies with positive outcomes can
provide a “proof-of-concept” that

has multiplying effects for ideas and
entrepreneurs that could otherwise
have a difficult time breaking through
established markets and practices.

Build evidence and enhance
credibility. By including experiments
and data tailored to the local context,
feasibility studies can offer relatable
examples of the impacts brought

by a given low carbon or resilience
solution, thus reducing perceptions of
risk in the local market and inspiring
further change. Also, to the degree
that feasibility studies can provide
clear, legible and synthetic technical
proof of their comparative advantage
vis a vis the status quo or established
alternatives, the more useful they will
become for persuading incumbents to:
a) challenge conventional solutions;
and b) address a problem previously
unattended.
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An applied example from the Honduras case study (SREP)

The Honduras Self-Supply Renewable Energy (RE) Program used CIF funds to support the private sector with project-by-project feasibility studies

that tested the potential of RE adoption. Through these studies, IDB Group proved the financial viability of different RE alternatives in Honduras (mainly
solar PV), which led to two demonstrative projects carried out with IDB Group funding. As a result, the Program generated the evidence necessary

to back a larger mentality shift in the Honduran market regarding the risk and profitability of investments in RE, which was one of the main

constraints limiting RE adoption at a larger scale.

Takeaway: Use studies to tackle uncertainty and give a final push to first movers

Feasibility studies can be a useful tool to tackle markets in which uncertainty and lack of evidence are limiting private sector investment in
low carbon or adaptation measures. Project-by-project feasibility studies (possible with CIF funds) can give the final push to first movers, who
are willing to invest in demonstrative projects with potential for scale, and that can prove they are sustainable from a technical and financial
perspective.

An applied example from the Maldives case study (SREP)

Maldives’ Preparing Outer Islands for Sustainable Energy Development Program carried out feasibility studies for five pilot RE projects, which
were selected to represent three possible typologies of design solutions, depending on the baseline circumstances of each island and the
corresponding level of ambition for RE penetration.

These studies helped identify technical requirements and responsibilities for the day-to-day operation of RE deployment, evidencing the need
for the project to include a given set of institutional arrangements. This led to the definition of administration manuals which built the organizational
apparatus for the project to be adaptive and sustainable over time.

Takeaway: Create evidence all sub-markets can relate to and think about implementation arrangements
By acknowledging key differences among sub-markets for RE deployment, a pre-selected range of feasibility studies produced technical
designs and outcome-estimates that spoke directly to the full set of potential actors that could scale-up investment.

Feasibility studies can shed light on organizational and managerial needs of a technical solution in order to sustain itself and eventually
scale up. Drawing from experience in Maldives, the capacity to design arrangements that optimize the alignment between technical needs,
installed capacities, decision-making bodies, and accounting mechanisms, is likely to be supportive of TrC.

An applied example from the Colombia case study (CTF)

Colombia’s Financing Program for the Technological Transformation of Bogota’s Integrated Public Transportation System aimed at promoting the
adoption of clean technology buses in Bogota, but bus operators were uncertain about the implications of the solution.

IDB Group supported a testing program that comparatively assessed the environmental performance of hybrid, electric and conventional buses
in four Latin American cities (including Bogota). The study verified the effectiveness of the solution by proving the lower emissions of hybrid
and electric buses on-site, allowing stakeholders to share experiences, compare performance and propose adjustments to meet local needs.
By involving bus manufacturers and operators in these experiments, the tests served as a way for final users to directly experience with the
technologies and be more open to new ideas.

Takeaway: Use participatory approaches to help shift mindsets and maximize learning

Feasibility studies can be carried out with a regional focus when the challenges faced toward the adoption of certain practices or technologies
are shared across the region in similar contexts. By including more than a single project, feasibility studies can strengthen networks that
increase knowledge-sharing and contribute to potential for scaling up.

A participatory approach to feasibility studies can help shift mindsets that may otherwise be resistant to change, using both data and
experiences as a way to modify the way stakeholders perceive and react to change.
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Feasibility Study in action: An extract of the feasibility study in the case study
from Honduras (SREP)

The feasibility studies included in the Honduras Self-Supply Renewable Energy (RE) Program are a good example of this method in action. Among other
elements, one of the feasibility studies financed as part of the Program compares the energy generation potential and capital costs of two alternatives in
solar PV. It includes detailed descriptions of each alternative, considering the physical and regulatory context in which they would be implemented, as well
as the financial requirements and outputs expected from each. (CBCL, 2018b).
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What Are They and How DoThey Work in Practice?

Gender inclusion frameworks are applied to conceptualize and design interventions that reflect an
understanding of women'’s lives, and how they differ from those of men. Their use seeks to instill gender
equality into investments by identifying and addressing the needs of women and men in their design,
implementation, monitoring and evaluation processes.

These frameworks are utilized by Multilateral Development Banks (MDBs) mainly to: a) identify gender
disparities, both in the problems being tackled, as well as in the investments proposed to solve them
(gender analysis); and b) guide the development of road maps to tackle these disparities (gender action
plans). The IDB Group has established gender equality as an objective to pursue across the entire
project portfolio: not only in those projects seeking to tackle it directly, but wherever the investment’s
characteristics allow it. Similarly, the Asian Development Bank (ADB) uses a four-tier gender categoriza-

tion system to define, clarify and make the concept of gender mainstreaming more tangible in all its projects

and programs. Based on the opportunities that each investment presents to tackle gender disparity, the
category assigned defines the steps to follow to advance gender mainstreaming, including whether a
gender action plan is necessary or not.

The Climate Investment Funds (CIF) also have a Gender Policy in place that, recognizing the primacy
of MDB's gender and safeguard policies, serves as a guiding document before the investment's gender
action plans are developed. This policy is regarded as crucial because transformational change, in
order to be truly sustainable, must ensure that the benefits derived from it contribute to broader, shared
development goals that cannot be achieved without gender equality.

How Do They Operate
at the Different Levels of VILP?

At the landscape level, gender inclusion frameworks should be used to hone climate
investments, by characterizing idiosyncrasy trends in men and women's roles and the factors
behind them, reflecting on how low-carbon development and climate resilience can address and
harness them. For example, a sustainable forestry project may improve its likelihood of exerting
deeper change if it understands how the role of women in household-level productive rural
practices has changed. Another strategy at this level would be to tie climate gender-responsive
actions to the international structures and commitments that are driving the gender agenda and
its global institutional arrangements (e.g. U.N. Women, Sustainable Development Goals), to
increase the relevance and long-term sustainability of a climate investment.

At regime level, gender inclusion frameworks should be used to identify systemic barriers
limiting transformational change (such as regulations or cultural practices) and define ways

in which these can be tackled through gender-responsive climate strategies. For example, by
identifying cultural barriers to the adoption of solar cookstoves, and the key role that women can
play in shifting mindsets in the community, given their role in household-level decision-making.

At niche level, climate solutions must build on the transformative agency that women have in
any given context to advance a low-carbon, resilient agenda, reinforcing learning processes that
can be conducive to leverage their insight, while leveling the ground in terms of training in order
to implement project activities. For example, by targeting women as recipients of an agricultural
resilience credit, and providing them with complementary training, household economies and
inter-generational financial education may be strengthened.

®
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Main Components

;--» Gender Analysis: Different
' needs and priorities of women
and men in a given issue
@ _.orintervention, identified
by assessing differences in
gender roles and opportunities
available.

@ 7777777 Gender-Based Risks:

Potential negative impacts to
gender equality that could be
directly or indirectly attributable

@ _ byaninvestment.

*--- Gender Categorization:
Degree of relevance that
gender issues have for a
particular investment, which will
define whether a gender action
plan is necessary.

-+ Gender Action Plan:
Measures to tackle gender
disparities in the project's
context.

.--- Gender-Disaggregated
. Indicators, Baselines
. and Targets: Quantitative
© information that will allow
@ ~+ implementers to assess
progress on gender-related
issues and on gender action
plan activities. Definition of
targets is considered critical for
gender elements to be taken
seriously.

Note: components are largely derived from MDB
gender toolkits. ADB has multiple sector-oriented
toolkits, out of which, due to their relevance for
CIF projects, only the Energy and the Public
Sector Management Toolkits were considered.
Sources: IDB 2017; ADB 2012a; ADB 2012b,
and ADB 2013.
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TrC-Related Questions That They Can Help Answer

1. Relevance. How can co-benefits for promoting gender inclusion be maximized through this
climate investment? Will this contribute to boost its potential for TrC?

2. Relevance. How can this climate solution perform better than other potentially transformational
investments, in terms of its distributional impacts on women and men?

3. Systemic Change. Are there any market, cultural, financial or other types of systemic barriers
that prevent women from adopting and benefiting from this climate investment? How could project
design better understand and address them in a transformational way?

4. Systemic Change. How can this climate investment support women leadership and in doing so,
increase its likelihood of achieving its intended impact on mindsets, behaviors and institutions?

5. Scale. Are gender roles and disparities likely to have an impact on the climate investment’s
potential to be expanded and diffused? How can project design maximize supply and access
among both women and men?

6. Sustainability. Could this climate investment have unintended negative consequences in
gender equality or women and men relations in the short, medium or long term? How can they be
minimized?

7. Sustainability. Are there any gender-related disparities or risks that could compromise project
implementation or sustainability through time?

Synergic Relations with Other TMAs

Theory of change: For an investment to achieve “gender transformative institutional
change” as advocated by the CIF, the elements of its theory of change should be able

to transcend the mere inclusion of gender aspects as additional expected outcomes or
reportable indicators. Rather, the investment’s rationale could determine from the start
how a gender focus can elevate the likelihood of delivering transformational change

and in turn, how the climate investment will contribute to transform gender relations and
practices. To do so, a possible strategy would be to carry information collected through the
Gender Analysis and others, using it to rethink the types of inputs and activities that shape
the investment. Ideally, the full cause-and-effect chain should be geared towards seizing
climate action to reduce gender disparities, and in turn this gender improvement can be
leveraged in favor of transformative climate impacts.

Stakeholder engagement: Stakeholder engagement is the most important mechanism to
ensure climate action is responsive and understanding of women’s lives and relationship
to the elements touched upon by the proposed investment. It generates valuable inputs
for gender inclusion frameworks by revealing gender roles, disparities, opportunities

to advance environmental agendas, and expanding the network of allies supporting
implementation.

Programmatic approach: Overarching development strategies, such as investment plans
(or even national development plans) can largely benefit from gender inclusion frameworks
to identify synergies and co-benefits across the range of projects and programs that will be
implemented.
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Through which
MLP-Tactics can they
strengthen TrC?

Issue linkage. Gender inclusion
frameworks are useful to get a
grasp of deep gender and social
disparities that constitute a priority
to beneficiaries and other relevant
investment-related stakeholders.
When applicable, low-carbon or
resilient investments can adopt
these concerns as critical issues
to be addressed through climate
action, in order for solutions to
become more relevant to the
context, garner support and gain
momentum towards transformation.

Challenge established
technologies and practices.
When identified, preexisting gender
inclusion efforts that are exerting
pressure on institutions to be more
gender responsive, can constitute
potential partners to evidence how
prevailing practices are suboptimal
on other fronts, including low
carbon and resilient development.
The ability to make these agendas
compatible, and to craft gender-
responsive climate investments that
double down on these pressures,
can result in a wholesome
rethinking of regulations, standards
and institutions, managing change
towards a new order that is both
more gender inclusive and climate
aware.

Incorporate influential agents

of change. Fostering decision-
making roles and leadership of
women as agents of change, either
as individuals or through social
organizations and networks, can
offer powerful social structures

and social capital to increase

the likelihood of transformational
climate investments.
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An applied example from the Tajikistan case study (PPCR)

According to the CIF Gender Action Plan — Phase 2 (Revised), ADB’s PPCR Tajikistan Pyanj River Basin Project is good practice of gender
mainstreaming due to its multi-stakeholder planning (which considers women’s associations); linkages to the national women’s machinery;
gender-sensitive social mobilization and institutional development in land and water management; and clear gender targets in employment,
training, and governance. As a result, the project has reached 35,000 households and has improved water storage infrastructure in this climate-
vulnerable basin, which has resulted in a reduction of 75 percent of women’s water collection time.

Takeaway: Use gender inclusion frameworks to tap into local leaderships

A gender-responsive design of climate interventions may offer unforeseen resources to the benefit of the successful implementation of a
climate solution.

The improvement of women'’s livelihoods through climate action could open up opportunities to better engage them as leaders of further low
carbon development and climate resilient activities, something that may contribute to the scalability of the investment.

An applied example from the Lao PDR case study (FIP)

Lao PDR’s Protecting Forests for Sustainable Ecosystem Services Project has been signaled as an example of how gender can be integrated

in forest management projects. Women were included throughout the project’s life cycle, starting with active participation in stakeholder
consultations. Collaboration with Lao Women’s Union increased outreach to women in the project area. Finally, gender equality is embedded in
the project’s targets, that include a) a minimum of 40% female beneficiaries having increased monetary and non-monetary benefits from forests; b)
increased participation of women in local meetings on forest demarcation and preparation of community forest development plans, and c) support
on crop diversification, livestock management and non-timber forest product development for women, among others.

Takeaway: Incorporate a gender framework throughout the project’s life cycle

Gender mainstreaming can contribute to improved results at all stages of a project’s life cycle: from more accurate problem identification

to enhanced support during implementation and evaluation. Setting gender targets as part of the main project indicators can ensure that
activities focused on reaching these outcomes will be taken seriously, which strengthens the sustainability of the investment and locks in the
support that environmental outcomes expect to draw from advancing a gender agenda.
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Gender Inclusion Frameworks in Action: an extract from the case study in Maldives
(SREP)'

Through ADB’s gender inclusion framework, the program was categorized as “effective gender mainstreaming” (the second of the four categories used by
ADB), which requires the development of a gender action plan outlining specific activities to advance gender equality, as well as indicators, responsibility
and time frames for each of the activities included. The plan illustrates how gender roles can be utilized to advance a low carbon agenda: beyond ensuring
women’s participation in consultations and as recipients of technical training, the plan required two Corporate Social Responsibility programs from the utility
company: The first one focused on household demand-side-management, to raise awareness on energy efficiency among women household consumers
as a way to accelerate behavioral shifts. The second one targeted students in grades 11 and 12 (with a focus on female students), and aimed at shifting
consumer behaviors, but also promoted female students to take up technical and engineering studies, as well as internships with the utility company in
island project sites, thus aiming for more long-term impacts, advancing gender and RE targets hand-in-hand.

1 This example was taken from the literature review, but it was not possible to verify the extent to which the gender action plan has been implemented, nor
the degree of transformational impact achieved through it. Source: ADB, 2012c.
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What Are They and How Do They Work in Practice? Main Components
The principles of blended finance are a set of guidelines that offer orientation to practitioners . Rationale for Using Blended
involved in investments that combine concessional and commercial financing. Their application is | Concessional Finance: Explains
meant to inform both the design and the eligibility of investments, in such a way that concessional " how a contribution is made beyond
funds being used in blended finance can be channeled into projects with high impacts on ' whatis available, or otherwise
development, and with an ability to eventually achieve long-term commercial sustainability. @ ! absentfrom the market; provides

assurance of no crowding-out of the

The principles were drafted and agreed upon by the Development Finance Institutions Working :
private sector.

Group on Blended Concessional Finance for Private Sector Projects (“DFI Working Group”)" .
They serve as a common framework that ensures “a harmonized, efficient and catalytic use of
concessional resources, while avoiding market distortions and crowding out the private sector”

- --+ Crowding-in and Minimum
(IDB Invest, n.d.). 3

Concessionality: Lays out how
the support for the private sector

i will contribute to catalyze market
@" a development and the mobilization
of private sector resources, while
minimizing the use of concessional
resources.

In practice, the principles have been adopted by all members of the DFI Working Group. They are
applied by private sector operation arms of MDBs, through internal procedures such as special
policies, manuals, dedicated operational staff and independent reviews. The common language
and convening space provided by the DFI Working Group allow MDBs to share and contrast the
way principles are being applied in real-world cases of innovative financial solutions. Beyond this
learn-by-doing approach, additional standards and quantitative parameters are being developed

o o . . --- Commercial Sustainability: Eval-
to ensure the principles are applied in a consistent manner across DFls.

uates the impact achieved by each
operation in terms of contributing to

@ ----= the commercial viability of clients.
It implies a revision of the level of

How Do They Operate concessionality over time.
at the Different Levels of VILP? - - -« Reinforcing Markets: Describes

how finance is structured to effec-
: tively and efficiently address market
@ i failures, and minimize the risk
of disrupting or unduly distorting
markets or crowding out private
finance, including new entrants.

At the , the application of these principles should lead designers to reflect
on exogenous risks and dynamics that could determine a project's commercial sustai-
nability and ability to reinforce markets. For example, when a product’s rate of return is
highly dependent on exchange rates remaining stable, and an observed trend of volatility
in currency markets exists, a project designer may be led to either negotiate financial
arrangements in local currency or choose an alternative investment.

;--» Promoting High Standards:
Demonstrates adherence to high
standards of conduct in clients,
including in the areas of corporate
governance, environmental impact,
social inclusion, transparency,
integrity, and disclosure.

At the , the application of these principles should help ensure that market

conditions that could be decisive for an investment's long-term commercial viability are

accounted for during the stage of design (e.g. effective demand, regulatory and tax-in-

centive conditions, etc.). By requiring that investments directly address market failures, f
externalities, information asymmetries and affordability constraints, the principles require @ o
a comprehensive understanding of market conditions, and push for investments better

prepared to tackle the key barriers limiting TrC. Source:

....................................................................................................................................... DFI' WG 2018a; DFI WG 2018b.

At the the application of these principles must provide a critical lens to

evaluate the suitability of the institutional arrangements, clients, decision making bodies

and project teams. For example, by ensuring that implementers adhere to best practice " Constituted by the International Finance Corporation (IFC),
industry standards as well as other relevant policies and procedures. They also require the African Development Bank (AfDB), the Asian Development
an understanding of other possible niche solutions that could compete with the proposed Bank (ADB), the Asian Infrastructure Investment Bank (AlIB),
one. This minimizes the risk of concessional resources being channeled into an alternati- the European Bank for Reconstruction and Development

ve that is not the most competitive and/or that could prevent new entrants. (EBRD), the European Development Finance Institutions

(EDFI), the European Investment Bank (EIB) the IDB Group
and the Islamic Corporation for the Development of the Private
Sector (ICD).
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TrC-Related Questions That They Can Help Answer

1. Relevance. In comparison to other privately-led climate solutions with similar
objectives, does this one provide a bigger “bang” for the concessional “buck”?

2. Relevance. How can this investment align with broader objectives shared at a
global level, and would this increase its potential to crowd-in additional resources
and support?

3. Systemic Change. Which externalities, market and institutional failures or
affordability issues does the blended finance approach seek to address? Are there
incentive structures that could be better aligned in order to tip this market towards
TrC?

4. Systemic change. What are the key barriers to commercial sustainability? How
are they expected to evolve after blended finance is applied?

5. Scale. Does the blended finance create a demonstration effect that provides
proof-of-concept for commercial replicability? What would private markets need in
order to provide resources for commercial replicability?

6. Sustainability. How can this climate investment minimize future, ongoing
concessionality? How must market failures evolve in order to do so? Which
exogenous factors does this depend on?

7. Sustainability. How does the climate investment avoid rent-seeking behavior
among private beneficiaries?

Synergic Relations with Other TMAs

Programmatic approach: The bundling of various blended finance

" projects addressing a single market gap within a larger program provides

. afavorable arena for the application of the blended finance principles.

' Under this format, similar interventions may be staggered through time (e.g.

© various private geothermal projects with different start dates), and thus it will

. be possible to set clearer expectations about how grants and other supports
are expected to decrease as market barriers are reduced or overcome
(minimum concessionality). Also, a programmatic approach may reinforce
the effect of crowding-in additional resources from the private sector. It can
do so by tackling regulatory and policy uncertainties through public-focused
projects.

Market analyses: By assessing all economic forces at play in a particular
+investment, they can reveal whether financially de-risking the investment
+ willindeed be conducive to commercial viability and larger mobilizations of
private capital, or if additional barriers in place could render this insufficient.

Economic Analyses: It provides information to identify solutions that can
offer larger returns on smaller amounts of concessional finance or help
justify how high-impact climate solutions with sustainable development co-
benefits may justify larger concessional funding in the beginning.

Through which
MLP -Tactics
can they strengthen TrC?

Crowd-in and leverage resources. The
principles stress the need to use concessional
finance as a way to crowd-in commercial
finance, by improving the financial profile of
investments.

Identify and empower promising niches. The
principles incentivize a critical assessment of
niche-innovations and market characteristics

to ensure supported projects are relevant and
viable. They direct concessional funds towards
accelerating innovations capable of addressing
market failures, supporting first movers

through de-risking and crowding in additional
investments. They also help ensure that support
for a particular niche does not distort the
market and create additional barriers for further
innovations.

Promote inner adoption. As an operating
principle, projects structured around the
principles of blended finance must adhere

to particularly high corporate governance,
environmental and social standards. MDBs and
other DFls can use this to promote changes

in values, practices, and behaviors within the
enterprises and organizations that climate
investments touch upon.
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An applied example from the Indonesia case study (CTF)

Indonesia’s Private Sector Geothermal Energy Program faced difficult financial barriers derived from the high risks and upfront investment costs
of geothermal energy exploration. A comprehensive strategy included in the CTF investment plan coordinated multiple investments targeted at
different barriers that were limiting geothermal development. With the support from this plan, ADB maximized the ability of the CTF’s concessional
resources to bring in private sources of finance. As an example, the Muara Laboh Geothermal Power Project was financed through a limited-
recourse, long-term project financing structure that was made possible by blending CTF concessional resources with ADB’s own account financing
and private capital. 25% of the total cost of the project was covered by equity, and an additional 22% by commercial loans (World Bank, 2017).
The project is expected to demonstrate the viability of large-scale geothermal power projects, encouraging new geothermal baseload power
generation that will help displace fossil-fuel-generated power.

Takeaway: use blended finance to overcome upfront investment costs of demonstrative projects

The principles of blended finance can guide institutions towards investments that, despite entailing particularly high upfront costs, can

have profound impacts in new markets. This happens when blended finance is applied in projects with a strong demonstration effect in an
environment that is showing improved enabling conditions and signs of future commercial viability. By counteracting short-term perceptions of
risk, a gradual crowding-in of resources can help overcome financial barriers that are beyond the capabilities of any individual actor.

OO,

An applied example from the Mexico case study (CTF)

Mexico’s CTF project Capital Markets Solution for Energy Efficiency Financing was based on a business model (that of Energy Service

Companies, or ESCOs) that could not be easily financed through traditional credit products available in the Mexican market. To overcome this
barrier, the project created a special purpose vehicle to aggregate multiple small-scale energy efficiency projects. On this basis, it will issue a

“green bond” in capital markets, supported by a CIF-IDB Group guarantee. Concessional resources are thus being used to reduce perceptions of risk
around a new model of finance for the sector; in turn, the design of this project, based on the possibilities of institutional investors to participate in
capital markets, is expected to be the key leverage that crowds-in resources from the private sector.

Takeaway: use concessional finance to create financing alternatives that crowd-in commercial investment
With initial support from concessional resources, investments can develop innovative models to transform the underlying logics and criteria
through which private actors participate in climate change and resilience projects. The application of the principles of blended finance can help
ensure these new models indeed correct market failures, rather than create distortions.

An applied example from the Colombia case study (CTF)

Colombia’s Financing Program for the Technological Transformation of Bogota’s Integrated Public Transportation System supported the creation
of a loan that combined concessional and commercial resources to overcome financial barriers limiting clean bus procurement. Traditionally,
commercial banks would not offer loans to bus operators, mainly due to lack of financial history and unfavorable risk profiles. Concessional
resources were thus channeled to finance up to 50% of the total cost of each unit, requiring the other 50% to be supported by a combination of
commercial bank loans and up-front resources from bus operators. The availability of concessional finance thus reduced the risk of lending for
commercial banks, while effectively creating a financing arrangement that allowed bus operators to procure clean technology buses.

Takeaway: use concessionality to incentivize creation of commercial loans

Actors with an important role in low carbon and resilient development, do not always have an attractive or typical financial profile. This can
render them ineligible for commercial lending.

A conscientious application of the principles of blended finance can shed light on the convenience of using concessional funds to address
this. They can be used to generate arrangements that lead commercial banks and other investors to offer financial products tailored to the
conditions of these actors.

i @ Transformational Change (TrC) elements i Multi-Level Perspective (MLP) elements i TMA: Tool, method or approach
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Principles of Blended Finance in action: an extract of
procurement guidelines in the Colombia case study (CTF)

Procurement of Clean Technology Buses:

Step 1. The Integrated Public Transportation System (SITP in Spanish)
requests the bus operator to substitute all buses that have reached the end
of their service life; they must either procure buses that are completely new,
or purchase used buses that have not been completely depreciated.

Step 2. The operator applies for a credit from its Local Financial Institution
(LF1) to procure all units requested by SITP, both new and used. The LFI
evaluates the client's credit risk and decides whether to offer the credit.

Step 3. If the operator decides to acquire clean technology buses under
Bancoldex’s concessionary line of credit (applicable to hybrid or electric
buses of up to 80 passengers), the LFI can request up to 50% of the total
costs of each unit to be financed by Bancoldex. The total amount must not
exceed the maximum amount of co-financing established in the program’s
Credit Rules. When clean technology buses are purchased, the transaction
may also involve co-financing from technology providers.

Step 4. Bancoldex assesses eligibility of the LFI, of the operator, and of
the buses that will be financed. This includes reviewing certifications from
technology providers in the correct disposal of battery units once they have
reached their life cycle.

Step 5. Should the assessment turn out to be positive, Bancoldex will
proceed to disburse its contribution to the LFI so that, in turn, the LFI may
provide the operator with the credit necessary to complete the purchase.
In the case of electric buses, technology providers can participate in a
co-financing arrangement.

Step 6. The operator creates a the record for the new unit within SITP,
which will allow it to begin operations.

Step 7. The operator issues regular capital and interest payments to the

LFI. In turn, the LFl issues payments to Bancoldex for the amount that was
co-financed.

Phase 1. Procurement of Clean Technology Buses

Bancoldex

Approves
disbursement

Requests co-
financing

Disbursement Applies for credit

Information to
create a record for
purchased units

Requires the substitution of
public transportation units

The extract illustrates the step-by-step process for clean technology bus procurement through Colombia’s Financing Program for the Technological
Transformation of Bogota’s Integrated Public Transportation System, which is explicit in the balance between concessional and commercial resources to be
used for each loan. It can serve as example of the principle of crowding-in and minimum concessionality, while the rationale for using blended concessional

finance is articulated in the project document.
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What Is It and How Does It Work in Practice?

The Development Effectiveness Learning Tracking and Assessment (DELTA) tool is a flexible, fact-
based scoring system used by IDB Invest' to measure impact, economic returns and value added
of each project (IDB Group, 2018). It allows to assess all IDB private sector investments in terms of
their: a) development impact and additionality; b) alignment with the strategic priorities of the country

and of the IDB Group; and c¢) quality of the design of the project at entry. The DELTA tool was created

with the aim of increasing quality in project selection and design beyond the financial rationale for an
investment, ensuring that it both responds to priorities and holds potential to have a meaningful
and measurable impact on development.

The DELTA tool is only one of various components of the Development Effectiveness Framework
(DEF, also known as Impact Management Framework). The DEF is a general approach used
by IDB Invest to optimize and prudently manage available resources in line with mandates and
priorities, and is also meant to promote and support monitoring, measuring, and reporting of how
development results are achieved. As such, DEF brings together a wide set of tools, mainly: a
Strategic Selectivity Tool and the Portfolio 2.0 Approach —constituted by the DELTA tool and the
Financial Contribution Rating (FCR)-, used at origination or entry; the DELTA in supervision and
Annual Supervision Reports (ASR), both used during execution; and the Expanded Supervision
Reports (XSR) and Impact Evaluations, which are used after completion or at maturity. The DEF is
also aided by Development Effectiveness Analytics system (DEA), which are used cross-cuttingly
throughout origination, execution and supervision. Although this Guiding Sheet will only analyze
DELTA due to its role in the design and preparation of projects (the focus of this toolkit), it is
important to underscore that its use is always embedded in this larger approach to development
effectiveness within IDB Invest.

As mentioned, DELTA is part of the Portfolio 2.0 Approach which seeks to orient the selection of
projects that have animpact and are aligned with IDB's Invest risk appetite and financial sustainability
mandate. Furthermore, it is regarded as a tool that is strengthening institutional management since
it allows to swiftly calculate expected results during origination; and at a later stage supervise
concrete results achievement throughout implementation, in a timely and transparent way.

How Does It Operate
at the Different Levels of VILP?

At the , the application and subsequent monitoring of the DELTA tool,
provides lessons that can be used by projects in the same country or sector as the climate
investment under design. This can offer information about trends and exogenous factors
that had an impact on past investments.

At the , the DELTA tool keeps track of whether IDB Group has worked with the
recipient country (e.g. via technical assistance) in order to ensure appropriate enabling
conditions for an investment (non-financial additionality). As such, it provides information
to examine if the project is bankable under prevailing regulatory conditions, meaning if the
public private partnership (PPP) framework and associated contracts being used are ade-
quate. This information can be useful to several projects working within the same market.

At the , information collected through DELTA regarding the investment portfolio
in Latin America and the Caribbean, could help identify emerging innovations in related
sectors that may be complementary or supplementary to a given climate investment.

'IDB Invest is the private sector arm of the IDB Group.

2 For details on how each of these tools is used within DEF, please refer to the publication:
IDB Group (2018). Development Effectiveness Overview. Washington D.C., USA: Inter-American
Development Bank, 163 pp
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Main Components

- Assessment of the alignment to country and

+ corporate priorities. Binary assessment (yes/no)

. of whether the investment aligns and contributes

to: a) IDB Strategic Development Objectives; b)

@H IDB Invest Strategic Development Objectives; c)
Country Priorities.

;~* Project score: Quantitative evaluation of a) the
development outcome (65% of total score) in
terms of its contribution to social and economic

development, business performance, and social
@" and environmental sustainability; and b) the
additionality (35% of total score) in financial and
non-financial terms (comfort, environmental
and social, gender equality, framework, and
capabilities).

.-« Evaluability score: Assessment of the overall
1 design of the investment in terms of its logic,
@ ~ results matrix quality, monitoring and evaluation,
and financial and economic analysis quality.
It seeks to determine whether the design of a
project will allow to evaluate and verify its devel-
opment impacts.

As part of the of “Development Outcome” within
the Project Score, the evaluation of how an
investment “Contributes to Social & Economic
Development” includes an assessment denomi-
nated “Quality of Reach”. This component is very
valuable from a TrC point of view, since it values
the investment in terms of direct beneficiaries and
benefits that are of priority to IDB Invest, such as:
poor, vulnerable or excluded populations, women,
SMEs, or tackling climate change, increasing
productivity, and improving products to better
address beneficiaries’ needs. This subcomponent
can also identify the extent to which an invest-
ment produces systemic effects beyond its end
beneficiaries ensuring long-term, sustainable re-
sults at a higher level. For example: improving or
expanding market linkages, fostering innovation,
spreading knowledge and good practices, promot-
ing scaling or replication, and improving country
or sector frameworks. Also within “Development
Outcome”, the evaluation of the “Environmental
and Social Sustainability” can provide designers
with important information about how standards in
these two sustainability spheres can be improved
in order to align with best practice.

Note: The application of DELTA is carried out through the
deployment of a development effectiveness officer in each
investment team this officer meets periodically with a quality
internal board to assure criteria are applied consistently
across the portfolio.

Source: IDB 2018; Maffioli 2018, and Bautista, 2016.

i @ Transformational Change (TrC) elements ;| @ Multi-Level Perspective (MLP) elements i TMA: Tool, method or approach



«/  DELTAtool

Designing for Transformation: A Practice-Oriented Toolkit for Mainstreaming Transformational Change in Program and Project Preparation Processes

TrC-Related Questions That It Can Help Answer

1. Relevance. How can the climate investment promote a clear targeting of the
country’s priorities and of the needs of direct and indirect beneficiaries?

2. Systemic change. Is it possible for the investment to have an impact beyond its
direct end beneficiaries? Which?

3. Scale and systemic change. Will the investment promote market linkages and
replication? What type of demonstration and learning can it seek to facilitate?

4. Scale. Does the Evaluability Score indicate that this investment is likely to
produce verifiable results that can later be used with a demonstrative purpose?

5. Sustainability. Does the DELTA in supervision and completion indicate this
investment will be able to sustain itself in this market, once concessional funding
comes to an end?

6. Sustainability. Are there comparable investments in the past that have been
evaluated through DELTA? Have they been able to achieve their intended
development objectives sustainably? Why/ why not?

Synergic Relations with Other TMAs

Development Effectiveness Framework (or Impact Management
* Framework): As mentioned, DELTAis part of a larger set of tools used
. by IDB Invest to determine an investment's relevance, its expected
development impact, and the assurance of the evaluability of operations.
+ Particularly relevant in the context of TrC, is the “Strategic Selectivity Tool”
. which helps identify country-specific needs and IDB Invest's comparative
' advantages in addressing them. As such, these tools could provide value-
+ added for evaluating the dimension of relevance within the TrC framework.

Economic analyses: As part of its Project Score on development

+ outcomes, economic analyses are carried out in for every IDB Invest

. project (sometimes, this is substituted by an assessment of the economic

© relevance of the investment); to the degree these analyses are able to

+ adequately account for the economic and social returns of low carbon and

. climate resilient measures, they may contribute to a stronger role for climate
investments within the portfolio.

Theory of change: A robust and clearly-laid out chain of causes and
+ effects with explicit assumptions will contribute to increasing the evaluability
+ scores of climate investments within DELTA.

Market analyses: A sector-specific assessment of market conditions can
complement the revision of performance trends in the DELTA database for
the country or sector; and can provide inputs to strengthen the DELTA score
of climate investments by showcasing market linkages, estimated impacts
on productivity, etc.

Through which Tactics
can it strengthen TrC?

Seize ongoing transformations. By assessing
the performance of current and past projects
evaluated through DELTA, project designers
can be better equipped to identify promising
gaps in which climate investments could insert
themselves, in order to tip markets towards
transformation.

Build evidence. Using the DELTA indicators —
and other analytics facilitated through additional
tools in the DEF—, it becomes possible to
powerfully communicate country and sector
past effectiveness and potential, providing a
trustworthy and swift channel to portray the
relevance of a climate investment. Also, through
the application of evaluability criteria, project
designers can ensure that the data produced
by the project will be helpful to articulate and
disseminate its achievements (including co-
benefits that are salient to stakeholders).

Identify and empower promising niches.
DELTA represents a rigorous filtering

method that may be used to parse out the
entrepreneurial ideas and actors with the most
promising characteristics for advancing low
carbon and climate resilient development.
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Applied example from renewable energy in Argentina

The use of the DELTA tool motivated project teams to explore incentives to incorporate a gender equality program (internships on mechanical and electrical
engineering for women in solar photovoltaic plants and windfarms), which resulted in the mobilization of blended finance resources at a preferred interest rate.

Lessons Learned to Support TrC

+  The presence of dedicated personnel to promote certain criteria are met (in this case, the development effectiveness officer),
provides an interesting example of mechanisms that can be used by MDBs in order to mainstream concepts such as TrC in
project design. The application of the Development Effectiveness Framework (or Impact Management Framework) illustrates a
model to promote cross-cutting and full-cycle learning for continuous improvement in design.

+  Databases related to the application of the Development Effectiveness Framework (among them, those provided by the DELTA
tool) present standardized information on project design and performance. In the medium to long term, when sufficient historical
data is accumulated, they may provide a potent way to evaluate what types of investments may contribute the most to aspects of
relevance and sustainability in each sector and market, with possible reflections on scale as well.

+  Although the Development Effectiveness Framework and its DELTA tool already incorporate the concepts of relevance,
sustainability, systemic change and scale, designers should validate their definitions and reflect upon how homologation or
equivalences among IDB Invest and the TrC framework could be achieved.

+  Other lessons from the Development Effectiveness Framework and the application of the DELTA tool so far include:

+  Local context is key. In projects that did not consider local market conditions, investments failed to materialize as expected.
Loans not denominated in local currency ran the risk of creating asset-liability mismatches for clients.

+  Well targeted advisory services are needed. For example, in some cases small and medium-sized enterprises have been poorly
understood, and they have been subject to the misapplication of creditworthiness assessment tools.

«  DELTA can be used as a platform to incentivize stronger links with private enterprises’ value chains, through the incorporation
of information and communication technologies and training to increase efficiency in production and services beyond the direct
client. This may hold promise to mainstream TrC considerations along market linkages.
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MODULE 3. CASE STUDIES

Introduction to Module 3

This module presents practitioners with a series of eight case studies on projects and programs funded by the Climate Investment Funds
(CIF) across its four programs: the Clean Technology Fund (CTF), Scaling Up Renewable Energy Program in Low Income Countries
(SREP), the Pilot Program por Ciimate Resilience (PPCR) and the Forest Investment Program (FIP). Four of these studies were carried
out in coordination with the Asian Development Bank (ADB) and four were coordinated with the IDB Group. The documentation and
analysis of these casestudies involved sitevisits in the cases of Madives, Indonesia, Bolivia and Mexico, and over 60 interviews with
MDB staff, representatives from the private sector, country governments and beneficiaries.

These projects and programs do not represent cases with verified transfomational outcomes; rather, they have been retrospectively
studied for the purposes of this tookit, to understand what aspects of their design can provide lessons learned in tems of strengthening
their transformational change potential in any of the four dimensions of TrC.

For fuither information, please refer toModule 1 in this toolkit. For further details in the selection criteria and other methodological aspects,
please refer to the Full Report, available uponrequest.

Table of Contents (click on hyperlink)

1. How toread case studies. A section-by-section explanation of the case study analysis.

2. CTF Indonesia Program — Private Sector Geothermal Energy Program (ADB)

3. CTF Mexico Project — Capital Markets Solution for Energy Efficiency Financing (IDB)

4. PPCR Tajikistan Project — Building Climate Resilience in the Pyanj River Basin (ADB)

5. PPCR Bolivia Project — Financial Products to Promote Climate Change Resilience in Bolivia (IDB)

6. SREP Maldives Program — Preparing Outer Islands for Sustainable Energy Development Program (ADB)
7. SREP Honduras Program —Honduras Self-Supply Renewable Energy Program (IDB)

8. FIP Lao PDR Project — Protecting Forest for Sustainable Ecosystem Services (ADB)

9. CTF Colombia Program - Technological Transformation Program for Bogotd's Integrated Public Transport
System (IDB)
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How TO READ CASE STUDIES

[MDB] | [COUNTRY] | [CIF FUND]

How to Read Case Studies

Note to the reader: The purpose of this tvo-page

document is to illustrate and explain the structure and

logic that supports the case studes. Sections in brackeis 74
are filled with information pertinent to each case study.

Project/ Program Description

[General overview of the project or program. The section lays out
key objectives, activities and expected outcomes. |dentifies
stakeholders that have played important roles during design and
implementation.]

Role of the Climate Investment Funds (CIF)

[Description of CIF’s financial contribution to the project and how
it relates to past or future projects that may be linked to a specific
CIF investment]

Current Status

[Brief description of the status of project, suchas progresson
its targets and next steps, if relevant ]

Photo of the project or program

Key Indicators

[Identification of the indicators the project or program has
sought to have an impact on; when available, stakeholders
have been asked to provide results achieved so far)]

Indicator B?ysee;i?e Target [year] R[;z::_t]s
[Indicator 1]

[Indicator 2]

Financing

Presentation of additional sources of finance that have
complemented investment by he CIF. The section helps compare
the scale of investment across projects.

CIF fund USs$
Other financial contributions USs$
Other financial contributions US$

Design Features with Transformational Change (TrC) Potential

[Key aspects of the project that were identified by project leaders and authors of the evaluation as connected to the potential delivery
of TrC with an emphasis on any of the fourtransformational change dimensions: sustainability, systemic change, scaleor relevance. ]

Important methodological note: the link between thesefeatures and actual transfomational change is not validated. These lessons are
based on the interpretation by authors of the tookitand project designers as aspects that confribute to TrC potential.
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How TO READ CASE STUDIES

[MDB] | [COUNTRY] | [CIF FUND]

Timeline of Coevolutionary Processes'

[This section acknowledges that projects and programs do not operate in isolation. Rather, they are embedded in larger potentially
transformational processes occurring in a given sector or structure (regime), and can be subject to exogenous forces beyond their control
(landscape). For example: changes in legislation, economic downturns, scientific discoveries, etc. These dynamics influence the immediate
surroundings (niche) of a project, requiring it to adaptand to impact these structures, to exert change.

In the following diagram, each row represents the timeline of a sector or structure that played a role in this project’s evolution. Colored
cycles represent distinctive events or transformations within that field, categorized either as barriers (red), enablers (green) or neutral/slight
support (orange) according to the way in which they interacted with the project or program development. Circles with a black outlines
represent whatare consideredto be direct contributions from the project or program.]

" This section draws from the analytical framework provided by Multilevel Perspective (MLP), explained in detail inthe “MLP Explained” component of tis tod kit.
For further reference see: Geels, F. (2002). Technological transitions as evolutionary reconfiguration processes: a multi-level perspective and acase-study. Research Pdicy 31.

[Year] 2019 [Year]
o
[Event] [Event] [Event]

[Sector]

Lessons of Design

This section presents the transformational features that can be linked to the design and preparation of the project, as identified by C230
through interviews and documentation review. It aims to draw lessons learned that may be useful for future application of TMAs. Each
case study compiles between twoand four Transformational Design Features.

Transformational Design Features Relationshipto TMAs Design takeaways
1 [Challenges or opportunities. Descriptive section. Explains [Descriptive &analytic section. Links [Analytic section. Conveys the
the situation this Transformational Design Feature the Transformational Design Feature key messages that project
intended to address orleverage. with one or various TMAs. designers may draw from this

experience, in orderto design
projects and programs better
prepared to catalyze
transformational change.

There are two ways to make this
connection: a) direct, when
stakeholders explicitly mentioned a
directrelation;andb) indirect, when

Transformative solution. Descriptive section that conveys
the Transformational Feature identified in the project or
program's design. Bold letters are used to point out the
dimensions of TrC this features align most closely to.

stakeholders did not mention the Further on, these takeaways wil
relation explicitly, butthelinkage is be the main input for

clear based on the project documents recommendations to be made in
analyzed by the research team. relation to each TMA]

Key Tools, Methods and Approaches (TMAs) Indirectlinkages are most common |

Name of the TMAs asscciated to elements of transformational change in a project or program. In most cases, projct documents are not
explictly labeled as a given TMA (e.g. do nat include “political economy analysis” in their title); however, the research team linked them to a
TMA by analyzing their components andthe role they played during project design (e.g. the assessment explains the interaction of political
and economic processes, political drivers, entry points assessment, etc.).

TMA Foundin

1.[Name ofthe TMA] [Name of the document where it was found]

2.[Name ofthe TMA] [Name of the document where it was found)
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PRIVATE SECTOR GEOTHERMAL ENERGY PROGRAM
ADB| INDONESIA | CTF

Program Description

The Private Sector Geathermal Energy Program is part of a wider
CIF effort to support non-sovereign and private sector geothemal
projects facing first-mover risks and financial bariers in Indonesia.

Since beginning in 2010 (with a revised Investment Plan in 2013),
ADB-led CIF support has focused on providing concessional funds
to further develop a backlog of private sector gecthermal projects in
the country, which thus far has included: Sarulla, a brownfield

development by Sarulla Operations Ltd.; as well as Muara Laboh
and Rantau Dedap, two greenfield projects managed by Supreme
Energy. Total expected capacity for these projects at design stage
was approximately 490.9MW.!

'Sarulla with 320 MW; Muara Laboh with 80 MW, and Rantau Dedap with 90.9 MW.

Role of the Climate Investment Funds (CIF)

A total of $150 million USD from the Clean Technology Fund
(CTF) have been used to provide loans and share risks,
particularly in upstream activities. Analysis indicates these
resources have crowded-in additional funds from other institutions,
including MDBs, the pubic andthe private sector.

Sarulla Geothermal Plantin February 2019. Photo by C230 Consultores.

Key Indicators

indicator Rrogam  Adtieysd
Increased supply of RE geothermal

power (MW) 750 320
GHG emissions avoided by the Program 44 276
(million tons CO2eq) : :

CTF financial leverage for the Program 17101 18101

2 The Program is part of a larger, more ambitious CTF Investment Plan witha 2,200 MW rew
geothermal capacity target.

b Results reported refer exclusively to Sarulla. Rantau Dedap and Muara Laboh had not
reached a reporting phase up to the moment when the study was cariied out.

Source: TFC approved program proposal, and ADB project documents and reports.

Current Status . .
The Program is supporting the implementation of four projects: M Program target ADB approved
+ Sarulla: Completedin 2018, with 320 MW (TFC approved): _ project financing
* Muara Laboh: Construction is expected to be completed by Sept CTF, Loans USS 150 mf”fon US$ 150 m'”fo,n
2019 with 80 MW ADB-PSOD, Loans ~ US$ 350 million US$ 495.3 million
Others® US$ 2,100 million US$ 2,245 million

* Rantau Dedap Phase 1: Exploration only, completedin 2016

* Rantau Dedap Phase 2: Construction stage with 86 MW,
expected to be completed by 2020

¢ The Investment Plan alsoincluded other projects and sources of finance directed towards
geothermal energy, that were relevant at both Program and Project design levels: IFCs
Geothermal Program and IBRD’s Geothermal Clean Energy Project.

4 "Others” includes equities, commercial banks, bilateral and public sector cofinancing sources.

Source: TFC approved program proposal, and ADB project documents and reports.

Design Features with Transformational Change (TrC) Potential

/ Indonesia has an unparalleled potenfial for geothermal energy generation. The 2010 Investment Plan focused on

@ supporting this energy source, but also allocated resources to other comparatively less promising RE and EE projects.

reevance  IN 2013, having gained a better grasp of the potential of privately-led geothemal projects given the new regulatory
envionment, the Investment Plan was modified, concentrating efforts to consolidate this source, and increasing by
over 100% the geothermal energy targets for private-sector projects.

Q Through its investment plan, the Government of Indonesia developed a comprehensive strategy that included

ol programs and projects aimed to tackle the main barriers limiting private investment in gecthemal. At the same time,

Systemic it combined financial resources from multiple parties to reach the amounts necessary to catalyze a transfomative
shift towards geothermal sources.

<, The program supports a range of geothemal projects rather than a single one. Short feedback loops for leaming

S were established anong these projects, which allowed to carry on the lessons from one project to ancther, fine-tuning

Scale the specifics for project financing and accelerating evidence-based adjustments to the gecthema ecosystem in
order to set the ground for future geothermal projects.
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PRIVATE SECTOR GEOTHERMAL ENERGY PROGRAM
ADB| INDONESIA | CTF

Timeline of Coevolutionary Processes

Indonesia has a unique potential for geothermal energy generation, with an estimated resource slightly over 28,000 MW, which
represents roughly 40% of the global geothermal energy reserves. National efforts to stimulate the sector can be traced back to the
1990's, with the definttion of the first 18 geothemal working areas (WKPs) and concessions for exploration and exploitation.
Unfortunately, financial crisis stalled development for over 15 years.

Between 2003 and 2009, a set of laws and regulations was passed to incentivize geothemal investment by Independent Power
Producers (IPPs) and established a framework for tendering processes. This set an envionment for investment, which the Government
of Indonesia (Gol) supported with anbitious renewable energy (RE)targets: the National Energy Policy (2006) set a 17% RE target of for
2025, which the Energy Vision 25/25 (2011) expanded to 25%. By 2013, Indonesia had set the largest pipeline of geothermal
development at 3,200 MW, representing 24% of the global pipeline at that time. Sarulla represents one of the pioneering investments in
this regard, but due toits brownfield nature, it has been regulated under the previous, public sector-centered framework. Rantau Dedap
and Muara Laboh represent geothermal investments regulated under the new, private sector-oriented regime.

The Private Sector Geothermal Energy Program has had to navigate challenges such as knowledge and institutional gaps related to
procedures within the state utility company, Perusahaan Listrik Negara (PLN), to define attractive tariffs for gecthemal energy
purchasing. Also, shitting government priorities are recently signaling a preference for relatively more affordable —and carbon intensive,
sources of energy. Finally, permanent obstacles are constituted by the inherent risks of exploration activities and the need for strong
upstream investment.

1991 2006 2010 2019 Future
1997-1998
Economic crisis
National | 1997 2006. National Energy ~ 2010. CTF IP allocates yg11. Energy Vision 2013 Revised CTF IP boosts
strategy Economic  Policy defines 17% RE  resources for the 25/95 sets more eothermal energy as the main
crisis target by 2015 Program ambitious RE targets E altemative
Regulatory | 4991 First 2003-2009. MEMR 2012, MOF regulation 3/2012 2014, MEMR Regulation
Framework WKPs and regulations set up the  establishes Geothermal Fund 17/2014 established ceiling
concessions framework for Facility to share private sector's prices that allowed for
are awarded tendering processes  risk of exploration viable tariffs
© @ o
1994. Concession is awardsd 2007. PPAhad  2013.CTF 2018. Sanlla 2026, Expected
Sarulla to public-private consortium. Concessionis  defined very approved. starts operating 4ate for 260 MW
Exploration wells confim  sold to Sarulla  low tariff PLN accepts tariff with 330 MW expansion
significant resource. Operation Ltd renegotiation. capacity

e 0O O ©

----------- 2017.PPAis  2018.CTF  2020.

Rantau 2010. Supreme ! .
p 2011.PPA  2014.CTF 2016. Exploration amended Phase 2 Expected

Dedap | Eneraywinstender :cionod for i ject
to develop Rantau Phase 1 roves potential  congiderin projectis  date for
Dedap 220 AW project is Ror s MW proven ’ approved  operation to
approved resources begin
® OO @)
___________ 1
1
Muara Laboh | 2010, SUpreme EN0Y 5444 bpa 5414 oTF 2014, Exploration  2016: PPAIs amended, 2t operting it
wins tender to develop issued for woiect is mvés 70 MW considering proven 80 MW F();a aci
Muara Laboh 290 MW gp FJ)I'OVG J Botency resources pactly
o O

“Sarullais a big moment because after the crash there was no other developmert of geothermal... it hes
proven that geothermal can be developed; Muara Laboh and Rantau Dedap have followed the steps of
Sarulla, but themselves are the pioneer for the new regime of geothermal”

— Mr. Nisriyanto, Supreme Energy
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Lessons of Design

Transformational Design Features

Challenges or opportunities. Indoresia’s geothemmal energy sector undemwent
over a decade of stagnation, lacking new investments and opportunties to
implement the 2003 Law and 2007 Regulation regarding new gecthemal projects.
Uncertainty surrounded the regulations’ ability to trigger a new wave of geothemal
projects by independent power producers (IPPs).

Transformative design towards scale. Since its conceptualization in the 2010CTF
Investment Plan, the program considered supporting a range of geothemal projects,
instead of a single one, creating flexibilty to implement during diferent time frames.
This allowed stakeholders at the Government of Indonesia (Gol), MDBs, financial
institutions and local technicians to carry forward lessons from one project to
another, gererating learning cycles throughout the course of the program. According
to both the Gol and ADB, the opportunity to work on multiple, consecttive projects
allowed them to gain clarity on the standards, needs and feasble benchmarks to
scale and continue developing geothemal energy. The lessons derived from this
experience, particulady from the first project (Sarula), indirectly influenced
regulations and tems of contracts, tems of finance, and informed the ways of
assessingand responding to risk in this market.

The programmatic
approach allowed
the Gol to link
multiple experiences,
generating learning
cycles with the
potential to
accelerate market
preparation and
reduce risks for
future projects.

Relationshipto TMAs Designtakeaways

The creation of short
feedback loops can
allow projectsto
benefit significatively
from their
predecessors, as
long as there are
appropriate channels
within government
implementers and
MDBs to ensure that
feedback is obtained
quickly and put to
use.

Challenges or opportunities. Indonesia’s geothemal landscape presented muttiple
challenges which called for different complementary solutions; these included finding
financial atematives to deal with large scale investments and risks, proving
commercial feasibility, and ensuring the effectiveness of new enablingregulation.

Transformative design towards systemic change and scale. The CTF
Investment Plan (IP) assembled financial resources from develogpment banks, the
public and the private sectors. It also combined a diverse set of projects to address
different challenges in this market, which were all consequential in building
momentum towards what couldbecomea systemic change for geothermal.

A project in a brownfield stage, Sarulla was a “safe bet”. it had pre-existing wells and
large proven geothermal resources. Given its sheer magnitude (330 MW) and high
probability to deliver, its main role was to signal geothema development as a
business opportunity for the domestic financial sector, transfer technology and know-
how to Indonesia, and demonstrate the government’s conmitment to gecthemal
development. Nonetheless, since Sarulla was working under an “older regime” of
stateded geothemal development (joint contract), it was not reflective of newer
geothermal regulation, which was meantto support projects led exclusively by IPPs.

Rantau Dedap and Muara Laboh came later, and since their resource was not yet
proven, their risk profile was superior. They were meant to serve as flagship
examples of the capacity of the new regulatory regime to place the full risk of
geothemal development on the private sector, while providing enabling conditions in
tems of access to finance and taiffsetting. If successful, they are expected to
trigger scaling through demonstration, by proving that the environment is supportive
enough for the private sector to lead investments in this market, which is considered
more catalytic than public projects.

The programmatic
approach made it
possible to combine
different types of
projects to facea
wide range of market
barriers that needed
to be addressed.

Applying the
principles of
blendedfinance, the
Program was ableto
crowd-in a significant
amount of resources
in order to tackle the
financial barriers of
geothermal
investment, aiming at
afinancial leverage
capacity of 17 to 1
(17 USD forevery
USD from the CTF).

The capacity to tackle
main barriers was
enabled by selecting
complementary projects
within a single program,
MDBs. This created
multiple
experimentationarenas
through which to
address a wider scope
of barriers and offer
comprehensive
solutions, within short
time lapses, to create
certainty in market
niches.

The Blended Finance
approach allows MDBs,
the Private Sector and
Governments todefine
common goals and
generate synergies to
overcome challenging
financial barriers.
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Lessons of Design

Transformational Design Features

Challenges or opportunities. Indonesia’s energy resources offered
opportunties to develop a range of alternatives towards low carbon
development, including geothemal, hydric and solar. Nonetheless,
growing evidence pointed towards the exceptional comparative
advantage of geothemal in successfully displacing coal-fired power,
since this energy source sewves as baseload power (as opposed to
RE), emits 10% of GHG emitted by fossil fueled themal plants, and
Indonesia holds one of the largest potentials at a global scale (28.5
million MW"). Due to the level of investment required to unleash its
transfomative potential, the market would benéfit from amore forceful
definiion of priorities in order to achieve Energy Vision 2525
through geothermal.

Transformative design towards relevance and scale. The intial
Investment Plan (2010) aimed to generate 800 MW from geothemal
projects, and 2.0 Mtoe/y energy savings from a combination of energy
efficiency and renewable energy praects. In 2013, having engaged
with stakeholders and identified a larger private sector interest in
geothemmal than what had been initially estimated, the Investment Plan
was revised and priorites were redefined: geothemal objectives
increased from 800 MW to 1,900 MW, while energy savings from
energy efficiency were reduced from 2.0 Mtoely to 1.0 Mtoely. Finance
channeled towards the geothemal sector was increased, with a
stronger emphasis on private sector-led projects, sezing ongoing
transfomations in the existing regulatory regime which promoted
geothemal through IPPs. Indonesia’s gecthermal resource availability
offered unparallled potential to scale within the country, which
strengthened the case for placing a stronger bet on this atternative in
its private modality.

Key Tools, Methods and Approaches (TMAs)

Relationshipto TMAs

Private sector engagement
through ADB’s Private
Sector Operations
Departmentand IFC,
allowed decision makers to
gain a better grasp ofthe
risk, needs and potential of
the sector, and adjust
financial flows within CIF's
theory of changetowards
achieving lasting low carbon
development.

Design takeaways

The ability to concentrate
efforts on a sectorwith
increased potential was
attributed to the flexibility of
the programmatic approach.
This allows governments
and MDBs to adjust
investment plans towards
sectors that show growing
signs of relevanceand
scaling potential. This can
be achieved by effective
stakeholder consultation and
the creation of powerful
evidence-based arguments
that can reflect the catalytic
potential of investing in one
sector vs. another.

Openness to adjustan
investment agenda in
response to the
incorporation of new
knowledge, offers additional
opportunities for ensuring
the relevance of
interventions.

‘Utilization of CTF cofinancing for private sector projects and
programs may be able to achieve greater leverage of commercial
financing than for public sector projects, as there is opportunity to

utilize a wider variety offinancing instruments and modalities.”

- Revised Investment Plan for Indonesia’s CTF, 2013

TMA Found in

1. Theory of Change,

Programmatic Approach Government of Indonesia (2010). Clean Technology Fund. Investment Plan for Indonesia.

and Stakeholder Government of Indonesia (2013). Clean Technology Fund. Revision of the Investment Plan for Indonesia.

Engagement

2. Principles of Blended [1] Government of Indonesia (2010). Clean Technology Fund. Investment Plan for Indonesia. Indonesia.

Finance [2] Government of Indonesia (2013). Clean Technology Fund. Revision of the Investment Plan for Indonesia. Indonesia. [3]

ADB (2013). Report and Recommendation of the President to the Board of Directors. Sarulla Geothermal Power
Development Project. Indonesia. [4] ADB (2014). Report and Recommendation of the President to the Board of Directors.
Rantau Dedap Geothermal Development Project (Phase 1).[5] ADB (2016). Report and Recommendation of the President
fo the Board of Directors. Muara Laboh Geothermal Power Project. Indonesia. [6] ADB (2018). Report and
Recommendation of the President to the Board of Directors. Rantau Dedap Geothermal Power Project (Phase 2).
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Project Description

Capital Markets Solution for Energy Efficiency Financing is a private
sector project intended to develop a project aggregation platform for
small scale enemy efficiency (EE) initiatives and use capital markets
to finance them.

Industry, stores and a wide variety of energy-consuming businesses
will participate in this platform through Erergy Service Companies
(ESCOs). By means of an asset manager, the aggregated savings
from these projects will be used to develop a new asset class: a
green bond, which through capital markets will mobilze institutional
investors at scale. Proceeds from the bond will serve to refinance

new EE projects.

Role of the Climate Investment Funds (CIF)

The Climate Investment Funds participated through a US $19
million partial credit guarantee (PCG) from the Clean Techndogy
Fund (CTF). Accordng to an interviewee: ‘CTF increased the
robustness and provided certainty” to this first-of-a-kindinvestment.

Current Status

As of December 2018 the project finalized its accumulation stage’,
successfully creating a pipeline of EE projects to be financed,
reaching the creditline’s maximum capacity.

The project is currently initiating the mobilization stage?, which
involves launching the green bond into local capital markets, an
event expectedto take place during the second semester of2019.

' The accumulation stage is based on an IDB
$50 million) which will serve to finance, accumulate and standardize EE projects.

2The mobilization stage uses one or more partial credit guarantees to support the securitization of the
EE projects to be presented in the local or international capital markets.

80

Project Structure

senior revolving loan (warehouse line SPV, up to US

ESCOs

Source: IDB  (2018).
Capital Market Solution for
Energy Efficiency Financing

Case Study.
Key Indicators
Indicator Target Achieved
Reductionin enegy Atleast 15% from  Each project has achieved
consumption the project’s savings of at least a15.5%,
baseline totaling a reduction of over
95,070 Mwh
Tons of COg An average of 1,099,858 tonCO; (across all
reduction/ year 3,000 tCO%e reported projects)

Note: Baseline is zero. Source: Climate Wedge information on seven projects formalized by Feb
2019; CO2 reductions are calculated based on each project's lifetime.

Financing

IDB Loan US $ 50 million senior revolving creditline
IDB Partial Credit Guarantee $ US 56 million

CTF Partial Credit Guarantee ~ $ 19 million

Bomower Equity US $ 12.5 million

US $200 million distributed inat least two
bond issuances

Institutional Investars

Design Features with Transformational Change (TrC) Potential

Capital Markets Solution has challenged a standard practice where Local Financial Institutions would only support large
,:p‘ energy efficiency projects against the balance sheets of companies implementing them; in this sense, the aggregation of

Systemic
Change

muttiple small ESCO-led EE intiatives based on a projectfinance scheme, using a model that be attractive to institutional
investors, has the potential to transform investment behavior in the EE market. Futhemore, its design has intemalzed

an ability to build credibility around EE potential, through the constant dissemination of data on EE financial performance.

~@~ The project initially targeted EE projects in cogeneration, but through its blueprint structure has been abke to attract and fit

EE projects from additional segments (e.g. commercial, transportation). Furthemore, the model’s extrapolation to other

S assets (e.g. renewable enemies, distributed energy) is being explored, which can contribute to reducing carbon emissions

beyond the specific market that this investment was designedfor.

W ‘ The revolving nature of the proceeds make savings feed back into supporting low-carbon investment. Also, the
sustainabiity Warehousing trustwas designed to be a self-sustaining body that could eventually be transferred to a private actor.

“‘We will be able to demonstrate - in real ime - this performance history, every three months the master trust will have to report the performance of the project portfolio.”
— Maria Tapia, IDB.
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Timeline of Coevolutionary Processes

Capital Markets is the first bond issuance backed by energy efficiency receivables in Mexico, with few precedents around the world.
Parallel to its development, ground-breaking energy refom took place in this market, creating a mixed environment: on the one hand,
appetite for innovation in the Mexican energy sector was stimulated; on the other, lack of supporting secondary regulation forced the
project into an impasse.

Throughout its lengthy formulation process, the project has been subject to largely unfavorable market conditions: an artificial drop in
electricity prices, togetherwith a volatile exchange rate have had an impact on EE technology imports and the overall rationale behind the
vehicle, which intially set to combine both greenfield and brownfield projects. The project has weathered these conditions by rebuiding its
pipeline —which now only fits greenfield projects; and by changing its US-dollar credit line to Mexican pescs, helping alleviate exogenous

pressures.

2012 2019 2020

Regulatory State Energy Company (CFE) 2013. Energy Reform in Mexico  2014. Secondary legislation and policies

framework as excl
distribution.

Market awareness O
i Knowledge gap on EE
on EE potential

project finance and ESCO
model.

Traditional loans, based on
collateral. Too expensive for
ESCO business model.

Commercial bank
financing

Limited to large
projects, not feasible
for small EE projects.

Capital market
financing

has exclusivity on gereration & facilitates investmentsin
altemative EE and RE sources.

2016-2017 Capacity-
building and awareness-
raising workshops

Design of a minimally-
standardized contract for
ESCOs.

2015. Creationgnancial
vehicle to place a EE project
green bond.

2019. Placement of
green bond to finance
first set of projects.

create enabling environment for EE
generation schemes.

O

Growing investor appetite for small-
scale EE projects tha provide

energy savings.

Demonstrated financial solidity of
ESCO Model may incertivize banks
to open new loan schemes.

Capital markets expected
to embrace ESCOs’
project financing model.

Lessons of Design

Transformational Design Features

Challenges and opportunifies. Lack of precedents and litle
knowledge about how an EE-based green bonds model might
perfom, made i difficult for preliminary studies to grasp the project’s
full market potential. In the begnning, scope was limited to
cogeneration. Later, an appetite was discovered among addtional
sectors (fransportation, ceramics, commercial refrigeration, efc.).

Transformative design towards scale. Through an active dialogue
with enterprises mapped during initial market analysis, Capital
Markets was able to keep itself open and eventually venture into
incorporating submarkets that increasedindustry coverage.

Therefore, the capacity to “think big” about a new financial model’s
potential application contrbuted to scale, as it expands the
possibilties of it being adopted beyond intially targeted market
segments.

Enabler Slight support

Relationshipto TMAs*

The initial Market Analysis
mapped interest in the
sector of cogeneration, and
potential in other sectors as
well (refrigeration, public
lighting, etc.).

Assumptions about market
demand should be realistic
in the design of the sdution.
But the assessment of
market potentia should also
be ambitious and aim
towards the greatestscale
and replication possible.

Direct intervention
from project

Design Takeaways

The ability to extrapolate
the model to othersectors
and assets shouldbe
assessedearly onthrough a
market analysis and
stakeholder consultation.
This might better infom the
business model design.

Market analyses should alow
designers to keep mapping
out opportunities for a climate
investment beyondthe
project’s initial concept.


KESP
Typewritten Text
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Transformational Design Features

Challenges and opportunities. There were perceptions of risk linked to
the concept of a green bond and the ESCO business model. The project
faced a knowledge gap and fixed mindsets about available (conventional)
strategies to market, assess, and structure energy efficiency projects.

Transformative design towards sustainability and systemic change.
Designers and implementers understood and embraced the need to channel
time and resources to explain litle-known concepts (eg. “project finance”)
and managing preconceived notions (e.g. ESCOs as risk-makers, instead of
risk-takers). Through periodic workshops, a diverse amray of stakeholders -
including local financial institutions—, received training and information to
help lessen perceptions of risk. Even witin areas of the IDB there was a
need to attend hese workshops or the product to gain acceptance. These
workshops thus served to help shift mindsets around what the solution
was attempting to achieve, and additionally strengthened local networks to
further support the project.

The sustainability of the green bond is expeckd to derive from its capacity
to crowd-in additional resources (e.g. institutional investors engaged
through these workshops, now more confident to buy green bonds). These
workshops were considered by project implemenkrs as key elements of
possible systemic change, by tackling deeply-held preconceived notions
and existing knowledge gaps.

‘It was a preaching mission for us:inside the bark, with

institutional investors, bord placers; raising awareness on what
is a project finance scheme, and how it should be structured.”

—-Samuel Reyes, ECON

Relationshipto TMAs

82

Design Takeaways

Through workshops and capaciy The capacity to challenge

building efforts, Stakeholder
Engagement provided a space
to change mindsets. To achieve
this, workshops addressed all
relevantelements of the new
model with a tiered approach:
a) a baseline stage, where a
basic common understanding of
the energy efficiency technical
solutions were laidout,; b) an

standard practices and
change the way
(investment) decisions are
made through a disruptive
innovation, often requires
sustained commitment to
awareness-raising efforts.

Such efforts should not
overestimate current market

advanced stage, where the
financial aspects of the vehicl
were explained.

Additionally, the principles of
blended finance helpeddeine a

structure that could forcefully
leverage private investment
through the strategic use of
concessional finance. This

helped build credibility around

the finance of small scale EE

projects, changing perceptions
and enhancing the credit rating

for this product.

knowledge and coverall
relevant characteristics of the
innovation that may needto
be explained.

e

Capacity-building should be
geared towards enduring the
soft politics ofinnovation. To
this end, knowledge activities
mustbe treated as part of
upfrontinvestment, and
provided for (financially and
time-wise) from the first
phases of the projector
program.

Challenges and opportunities. Lack of precedents for a product like agreen
bond posed risks; on the one hand, it might use as a referent models or
standards that were notnecessarily applicable to this market's conditions; on
the other, starting everything from scratch could make the process owerly
bureaucratic.

Transformative design towards scale. Although project design began by
using the closest avaiable refrents —e.g. U.N. standards on green bonds—
the design and preparation phases remained sufficiently open and in touch
with stakeholders in order to readjust—e g. modify unfavorable rates and tailor
standards to the particularities of this project-. Implementers sought to make
sure the initiative moved at a sufficient pace so as not to lose stakeholder
support. This was closely monibred by experts with related experience, in
order to avoid failure. In the end it was acknowledged that while referents
from outside could be brought to inform project design, the ‘perect fit” would
only be achievable afterthe firstrealword launchhad been made.

The project displays early signs of scale, since it has created a “blueprint’
structure that seems to hawe achieved a sweet spot in standardization: with
sufficient detail to acoount for the particularities of each EE project, while
having enough common ground to aggregate investment. This, brings
replication potential in other markets that are facing similar chalenges to
scale up small EE and REfinancing.

Learning-by-doing allowed
the projectto move
forward, despite obstades
thatderived from a design
initially based on available
referents thatwere notan
ideal fit.

A Legal Feasibility
Analysis provideda
systematic overview of
confract-design
possibilities in order to
kickstarta conversation
aboutwhata new model
would look like.

The creation of adequate
blueprint structures requires
some degree of trialand error,
since itneeds to identify which
elements are aptto be
standardized and which are not.

Projects and programs aiming at
transformation will oftenlack
directreferents for their
operational and legal
standards/conditions.

Therefore, in this as in other
innovative climate-solutions,
experimentation-and-adjustment
must be built-in into the process
of project preparation, working
together with professionals that
have related expertise but that
can take risks in supportfor
innovation.
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Transformational Design Features Relationshipto TMAs Design Takeaways
4 Challenges and opportunities. The initial concept for a project to promote Early Feasibility The identification of
energy efficiency intiatives inMexico (create a credit line for commercial banks  Studies and relevant standard practices
to finance EE projects), failed to target aspects that were the root cause forthe  Stakeholder that obstructlow-carbon
problem statement. Consultation provided ~potential shouldbe akey
Transformative design towards systemic change and scale. Through K€Y input for re-stating focus of stakeholder

the underlying consultation, and inform

stakeholdermapping and consultations, the project shifted its intended outputs. rationale (theory of the core projects’ rationak.

There was an acknowledgement that the extension of a credi line for EE
projects would be isufficient to address the main market barrier. A larger  change)for the Problem assumptions
catalytic effect might be achieved by tackling a deep market failure: the shot- ~ Project, andagents  should be explicit and
tem and expensive lending schemes that smalkscale EE projects were subject  MOrelikelytoexert  eyamined earlyonin the
to. The causes behind it high transaction costs, perceptions of risk by local ~Meaningfulchange.  project, so MDBs and

financial institutions and lack of historical data on the financial pefformance of implementers have enough
these type of pmjects. This re-assessment of the problem allowed for an room to adjust. In projects
adjustment of the overall rationale. It hinted the desirabilty of designing a aiming at profound market
product that would be able to attract commercial investors, which under the transformations, a
standard financing model had little incentive to participate in projects of such validation step of the
small scale. rationale mustbe

incorporated into project
preparation timing and
resource planning.

Furthemore, project design mainstreamed data generation activities into the
solution —since capital markets provide open, verffiable and ongoing data on
investment performance, which is expected to have a powerful, credible

demonstration effect The creativity of project design to craft a minimally Spearheading initiatives
standardized contract, while acknowledging the case-by-case need of energy should make powerful
efficiency inttiatives, is proving to be consequential in the success of this new analytics a built-in
theory of change behind the project. It has potential to facilitate systemic characteristic of the
change, through an innovative structure that aggregates small scale products, project execution, to boost
and grants access to finance that is not directly linked to a company's balance their demonstrative effect.

sheets, but rather to the technical profitability of a progct. This new structure
had scale, because it had built into it characteristics applicable to many market
segments that shared the same market failure.

Key Tools, Methods and Approaches

TMA Found in
1. Stakeholder Creara International. (2013). Mexican Energy Efficiency Market Study: An Overview of the ESCO Industry in Mexico . Fairfax,
Consultation USA.

2. Feasibility Study Creara International. (2013). Estudio de Eficiencia Energética. Fairfax, Estados Unidos.
3.MarketStudy  Creara International. (2013). Mexican Energy Efficiency Market Study: An Overview of the ESCO Industry in Mexico . Fairfax,

USA.
4. Feasibility Legal Baker & McKenzie. (2014). Guia integral de recomendaciones para contratos tipo ESCO. Mexico City, Mexico. (Integral Guide
Analysis of recommendations for ESCO contracts).

5. Theory of change IDB (2018). Capital Market Solution for EE Financing Case Study. Washington D.C., USA.

Mexico City at night. Photo credit: Grupo Basica, 2016.
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Project Description

Building Climate Resilience in the Pyanj River Basin (BCR - PRB) is
a public sector project in Tajikistan that aims to: (i) create climate-
proof small-scale infrastructure for flood protection, irigation and
water supply in the most vulnerable communitiesin the Pyanj River
Basin; and (i) equip the target communities with the knowledge,
financial resources and risk transfer mechanisms to implement
adaptation measures. To this end, the project intervenes in 19
jamoats or municipalities, where the following interventions have
been deployed: flood protection and improwed irrigation
infrastrucuure, climae-proof water supply works, and provision of a
creditline of micro-loans to promote climate-resilient activities.

Note: Due to the availabiity of information and stakeholders for
consuliation, this case study focuses only on components for flood
protection and improved irrigation.

Role of the Climate Investment Funds (CIF)

Through the Strategic Climake Fund, the CIF provides support to
demonstrate approaches to increase climate resiience in
Tajikistan. Funds during a first phase were used to carry out a
study that showed how communities located in the Pyanj River
Basin are already experiencing extreme climatic events (Climate
Resiliency for Natural Resources Investments); in a second phase,
they are being used to finance aforementioned activities, as part of
the Pilot Program for Climate Resilience (PPCR).

Current Status

Components related to flood protection and irrigation have reached
a disbursement of over 83%; most concluded work involves
flood/mud flow protection infrastrucure and modemization of
pumping stations. Ongoing work includes the cleaning of the
Roharv riverbed and recnstruction of some infrastructure such as
the Bovid syphon. The construction of a drip irrigation
demonstraton site has presented significant delays; for this
subproject, contracts have already been signed and construction
work is underway.

Rehabilitation of water infrastructure in Dahana, Kulyab.
Source: 2 Quarter 2018 Report by PMO SUEKMK

Key Indicators

Indicator Target Achieved
Irrigated land protected from erosion 321 4,737
ha
(Lan)d with improved irigation (ha) 480 517
Arable land with ensured supply of 1,450 1,561
irrigation water (ha)
Disaster Risk Management Plans 10 10
(number of jamoats with a plan)
Establishment of disasterrisk 17 172
management committees (number of
DRMCs)
Training on disaster risk 500 563
management (number of people)
Capacity building for local ALRI NA A2015-2018
officials, communities and disaster Action Plan has
risk management commitees been prepared.

As part of DRMCs, 113 mobile phones have been distiibuted for early warning systems.
Note: baselines are zero. Source: PMO 3 Quarter Report 2018, complemented through interviews.

Financing

Strategic Climate Fund US$21,550,000

Government of Tajikistan US $2,390,000
Partern institutions for micro-finance US $770,000
component

Total US $24 500,000

Note: financing shown here refers to all components in the BCRPRB Project.

Design Features with Transformational Change (TrC) Potential

The coupling of brick-and-mortar solution with a capacity-building component directly addressed two of the most salient
@ challenges for climate resiience in the Pyanj River Basin: a chronic infrastructure backlog, and the need for local technical

Relevance

capacities to take ownershipoverclimate change responses, shifting expectations away from central government.

The leveraging of existing local resources to form Disaster Risk Management Committees (DRMCs), has been
m successful in building capacity and creating engagement, showing early signs of being sustainable over time due toits use
sustanabiity  Of €Xisting socia organizationa networks and low implementation costs.
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Timeline of Coevolutionary Processes

Tajikistan is one of the poorest andmost vulnerable economies in the world; due to lack of opportuntties, a large portion of the workforce
(=40%) migrates for employment. In many aspects, there is still a strong dependence in a central government that has carried foward
practices from the soviet era. Because of poverty and poltical strife, infrastructure and technology development in rural communities is
lagging; this adds to an already exceptionally high vulnerability to climate change and is aggravated by the fact that most population in
this mountainous country lives on flood plains, highly exposed tomudflows and flash floods.

This PPCR project is one of several efforts supported by international donors to build adaptation capacities and resilience in the country;
it has sought to update infrastructure and strengthen self-helpmodels of response to climate change in one of the most vulnerable basins
of Tajkistan. During its development, the country has seen some periods of social unrest and tensions over water use with neighboring
countries. Institutional and regulatory frameworks for climate resilience are still under development, which has made it difficul for the
BCR-PRB tolink itself tohigh-level climatereadiness in the broader context of Tajikistan.

1970 1990 2019 2020
o o ... O
Political Shifts |1991: 1992-1997:  1992: Emomali 2000-2006: Intense 2016: Constitutional elimination of
Independence of Civil War ~ Rakhmon becomes  activity from political presidential tem limits
Tajikistan from President (1992-to  opposition
the USSR date)
| ® e ® ® [ ®
Climate and Wa.ter 1970 2012: Tensios 2016: Rogun 2019: Wateruse  Future: Expected
Mgmt. Policies | construction  with 2012: PPCRset 2016 Hidroelectric  efficiency increase in water
and Infrastructure | of most of Uzbekistan to tackle water Reorganzation ~ Dam begins, remains low in demand due to
today’s water ~ and use user efficiency of MLRWE to escalating issue agenda, CC and 25%
management  Vakhsh River (dripimigation)  ALRY" tensions extemalities population growth
infrastructure  resources gnd w/Uzbekistan  mainly suffered
in PRB infrastructure by neighboring
backlog in PRB countries
Community-level | @ O O O
Resilience Sovietfra WUA? active, 2009-2012: Extensivg 2014-2018: Creation of  2014-2018: Infrastructure
Development in PRB | lack qllmgte-responge stakeholder consultations by Disaster Risk upgrading is coupled with
organization capacities. ADB, WB, EBRD for PPCR Management training for locals and ALR
Committees officials

"MLRWE: Ministry of Land Reclamation and Water Resources of the
Republic of Tajkistan; ALRI: Agency of Land reclamation and Irrigation
2 Water User Associations

‘For something innovative you need todo more groundwork, to build

from the bottom up. [...] Engaging with the local population and
explaining what the project was trying todo and why ... it was theright
way to do it, rather than have an extemally-imposedsolufion”

- Steve Parsons, lead consulttant to the BCR-PRB project
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Lessons of Design

Transformational Design Features

Challenges and opportunities. Communities in the Pyanj
River Basin are highly vulnerable to climate-related disasters,
which routinely result in deaths, crop-loss and infrastructure
damage. Although aware of these problems, communtties lack
organizational means to communicate and effectively respond.

Some local organizations inherited from the communistera
fams include Water User Asscciations (WUAs), khashar
(mutual seff-help groups), mahala (neighborhood asscciations),
and women committees; these are stil actively involved with
communities on the ground, but lack climate-response
capacities.

Transformative design towards sustainability. Project
designers leveraged existing sccial organizations and networks
in order to identify key needs for a successful implementation of
disaster risk prevention activities. Conversations with these
stakeholders and with sccial administrators on the ground,
allowed them to identify the need to improve the capactty to
quickly disseminate information among the community in the
event of flood, and validate the feasibilty of doing so through
the provision oftraining and telecommunication devices.

This gave way to the development of Disaster Risk
Management Commitees  (DRMCs),  composed  of
approximately twelve people each; as part of the project
activities to establsh an eady warning system, these
committees were: a) trained to quickly respond to signs of flood;
and b) equipped with low-cost cellphones to alert the rest of the
organization. So far, atotal of 17 DRMCs (the set target) have
been established. Stakeholders consider this DRMC model is
likely to scale up since implementation requires little upfront
investment, rather relying on organization and training activities
with local communities.

Relationshipto TMAs*

DRMCsresulted froman
early stakeholder
consultation which was able
to identify and leverage
existing networks and design
an intervention that
addressed key
communication and
organizational barriers faced
by flood-prone communtties.

A continued stakeholder
engagement process
throughout implementation
engaged local social
administrators, which allowed
DRMCsto successfully gain
commitmentfrom the
community andthus provide
sustainability to their
operation. The low-cost eary
warning mechanism that
resulted fromthese
dialogues, seemsto have
some potential to scae up
towards neighboring
communities and river basins.

Design Takeaways

The leveraging of existing
local organizational
structures to buildand nurture
climate-response capacities,
reflects the bet of this PPCR
project on shifting mindsets
from reliance on the central
government, towards getting
communities to focus on self-
help, which contributes to the
long-term sustainability of the
early warning system
component.

To the degree that climate
resilience interventions can
improve the local understanding
of what resilient measures seek
to facilitate, local stakehadders
willin turn be more able to
identify and communicate their
needs for boosting resilience
and sustaining measures
through time.

“The project was designed to develop the abilities and experiences
specific to Tajikistan, highly influencing the development of he
necessary process to raise dimate change resilience. [...] This

evolving approach was very important for the project.”

— Nasib Karimov, Director of Project Management Unit (PMU)

Pyanj River in the Tajikistan Border. Source: NA, 2016
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Transformational Design Features

7  Challenges and opportunities. Riverside communiies
such as those in the Pyanj River Bain are prone to
mudflows, floods, landslides and rock falls. This is due to
their exposureto extreme weather events, aswell astoa
severe backlog in water and flood-management
infrastructure. Mudflows and floods result in physical
damage, low agricutural yields and erosion in some
parts of agricultural land.

Transformative design towards relevance. The project
introduced modern earth-moving machinery to carry out
physical interventions in vulnerable communities and
build bank protection infrastructure. Unforeseen low civil
engineering costs allowed an optimization of resources
allocated to this component, resulting in outcomes that
exceeded initialexpectations (see: key indicators).

This solution resulted to be an easy and quick way to
address an immediate community need and was
particularly successful in that construction and
maintenance activities were coupled with capaciy-
building efforts. A space was created for international
consuttants to transfer specific knowledge to local teams:
how to address environmental considerations, workforce
care, handling of the equipment in the long tem, among
other aspects local contractors were unfamiliar with.

This linkage between the bricks and mortar intervention
and the awareness it faciltated on the ground, is
regarded by project implementers as a valuable formula:
both to strengthen local physical capacties; and to
change mindsets around the possibilties to build
resilience at a community kevel, which is important given
the lack of high-level policies, regulations, and
investment programs to support climate resilience in the
country.

Relationshipto TMAs

The stakeholder engagement
that accompanied machinery
deployment was successful in
using the investmentin physical
infrastructureto strengthen
institutional capactties as well. In
this sense, infrastructure actedas
avehicle to begin shifing
mindsets around local agency
over responses to climate change.

Perhaps a more specific
stakeholder consultation before
the start of implementation, aided
by a detailed cost-benefit
analysis, couldhave hintedthat
this componentwouldbe highly
relevant and scalablein the
context of BCR-PRB, soas to
create a more centralrole for it.

The theory of change and
corresponding results framework
for the project did notaccount for
training and capacity building as
part of the official monitoringand
KPI for the project. Therefore,
reports on theseactivities by
government officials were not
required, reducingincentives to
make training a more sdient
aspect of theproject.

Embankments along the Pyarj River in Hamadoni District Source: : Nozim Kalandarov/ADB

Design Takeaways

The capacity to address the
most salient challenges for
climate resilience in a direct and
cost-efficient way, might benefit
from more detailed economic
analysis and stakeholder
consultations, and perhaps also by
introducing some flexibility in
resource allocation.

It is criticallyimportant that all
activities considered to be relevant
to the context, no matter how
simple they seem (e.g. capacity
building for machine maintenance)
are not taken for grantedand
rather are made explicitin the
results framework of the project.

‘Giving equipment to the local offices for
the maintenance has been an important
feature already. Building from the local
towards the central, and building the work
we did with the WUA and the DRMC [were
the best ways to do promote resilience].”

— Steven Parsons, lead consultart to the
BCR-PRB project
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Transformational Design Features Relationshipto TMAs Design Takeaways
Challenges and opportunities. In Tajkistan, aghcutural  The stakeholder In order to implement
production is a large sector of the economy. Accarding to climate  engagement planwas technically-relevant solutions,
change (CC) vulnerabilty assessments, this activity may be  robustinassessing interventions mustbe made
threatened due to projected reductions in water availabilty interventionsata socially-relevant a well.

attributable to CC in the upcoming decades. Currently, most of the  feasibility (high-level)
installed irrigation and drainage (18D) facilties are in poor  stage, but it lacked
conditions and depend on outdated techndogies; among them,  activities inside the
water pumping stations in particular have been proved to cause  communities and with the
high inefficiencies and expense. Communities in Tajkistan can  local government officials
rehabilitate existing infrastructure -which economic assessments  belonging to the specific

Particularly when projects aim
to introduce innovations or
solutions unfamiliar tolocal
communities, it isimportantto
properly assess existing

have deemed low cost-effective— or opt for atternative technologies  sites of intervention. perce.pt.ior?s from e.nd

to improve water use and supply. e beneficiaries and findways o
Facilitating consensus gain their support, regardess

Design barrier. The project has not been able to tackle this  around technically- of the solution’s cost-

challenge in a transfomative way. It has proposed what seems like  relevant climatesolutions,  effectiveness on paper.
a technically relevant solution: drip irigation, meant to provide an  would have required

economical alternative for communtties, through technology setto  stakeholder involvement

increase productivity andreduce water needs. that made these sdutions

Nonetheless, this component has not yet been implemented dueto ~ SOCially-relevant as well.

reluctance from loca officials and communiies to allow drip
irrigation on their fields. When the drip irrigation pilot was meant to
start, they advocated for the use of available resources on
rehabilitation of a pumping station instead, a matter that has
delayed the component for two years. Events led to the reduction of
the scope of the drip irrigation pilot project, in favor of the
rehabilitation the pumping station.

According to inteviewees, the project should have increased the
involvement of farmers and local politicians immediately before
implementation. This would have allowed to ether. a) develop
awareness, incentives and more effective methods of explaining
the rationale behind drip irrigation; or b) select ancther site more
apt to support drip-irrigation and achieve the desired demonstrative
effect.

Key Tools, Methods and Approaches
TMA Found in

Buckle etal. (2011). Republic of Tajikistan: Climate Resiliency for Natural

1. Theory of change Resources Investments. ADB TA-7599 TAJ.

2. Sector Assessment

3. Climate Change Vunerabilty Assessment WYG International LTD; PRIMEX Inc.; Met Office Hadley Centre (2013).

4. Results Framework Technical Assistance Consultant’'s Report.

6. Stakeholder Consultation
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Project Description

Financial Products to Promote Climate Change Resilience
in Bolivia (“Financial products” from here on) is a PPCR
private sector set-aside project, which is a scaling-up
operation of the EcoMicro Project! Green Finance for
Climate Change Adaptation (‘EcoMicro project” from here
on). The implementer of both projects is Diaconia, a
Bolivian Development Finance Institution (DFI).

The project’s objective is to improve climate change
resilience of small-scale agricultural producers. To do so,
Diaconia offers agricultural loans packaged with technical
assistance to invest in adaptation measures, as a way to
help stabilize and boost rural productivity.

" The EcoMicro Program (IDB/MF - Nordic Development Fund — Global Affairs Canada), funded eight
EcoMicro Projects in Latin America, all focused on green finance for MSMEs & Low Income Households.

Role of the Climate Investment Funds (CIF)

Through the Pilot Program for Climate Resilience (PPCR),
the CIF contributed a US $4 million concessional loan to the
Financial Products project. The loan will be used to expand
the resilience product created through IDB’s EcoMicro.

Current Status

The EcoMicro project (pilot phase) was completed in
December 2017, meeting its set targets. Credits remained
on the market throughout 2018, and are planned to be
scaled up during the first semester of 2019, through the
Financial Products project supported by the CIF.
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Producer in Sorata, next to a seed shelter built with technical assistance
tied to the credit for climate resilience. Photo by C230 Consultores.

Key Indicators

Indicator Achieved  Tardet  Target 2023
People with access to

resilience loans 300 1,000 4,000
People adopting resilient

practices technologies 200 800 3,200
Branch offices offering loan 3 8 8

2Baseline is zero. Defined as part of the EcoMicro Project, not the Financial Products.
® Source: interview with Claudia Daza, 16/01/2019
¢ Loans and practices adopted during the previous project donot count towards this target

Financing

PPCR, Loan US$ 4 million
Multilateral Investment Fund - MIF (IDB), Loan US$ 1.5 million
Diaconia FRIF - IFD, Equity US$ 1.5 million

Note: The EcoMicro project that preceded Financial Produds was suppotted by IDB through a
technical assistance (TA), and by the LDI PROFIN through a US$ 300,000 loan.

“There were no microfinance products in the country that support producers in te
adoption of climate change adaptationmeasures [like this one does]. ‘Green’
products usually request only that pdlufon levels are low.”

— Claudia Daza, Project Lead, Diaconia

Design Features with Transformational Change (TrC) Potential

@

Relevance

&

Systemic

"% measures in their productive processes.

Sustain-
ability

Among competing solutions to promate green finance solutions, Financial Products strategically focuses on a high-
potential market for privately-financed climate adaptationin Bolivia, through a capableinnovation-driven provider.

The project provides new insfitufional arrangements to bridge agricultural and financial knowledge into a single
solution: a micro-credit that places incentives for farmers to change conventional practices and adopt climate-resilient

The expansion of the product is made highly feasible through a model that leverages local resources and uses
simple measures explainedwith lay terms to promote climate change adaptation.

71l The product has achieved sustained commitment from target populations and profitability, as reflected ina near-
zero loan delinquency rate. Also, theimplementer has shown ability to adapt to adverse regulatory changes.
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Timeline of Coevolutionary Processes
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Financial Products is breaking ground as the first agricuttural microcredit to reach highly dispersed famers in Bolivia and help them
maintain or improve their income through the application of climate-resiient farming measures. The project has navigated the
consequences of Law 393 for Financial Services, which toughened competition for productive credits by establishing a fixed maximum
interest rate (R), with a direct impact on the initial business model for the product. Despite this, the implementation of the pilot has
validated market appetite for the product and proved the model's capacity to adapt, leverage local networks, and acquire additional

becoming a MS

2021

2021. Final date for

Diaconia to adopt Law
393 and its Decrees

2021. DFIs must
establish 11.5% IRs ad
reach adequate portfolio

compositions

2021. The loan
expands to 5 new must adopt 115%
locations at 15% IR R

2021. Diaconia must obtain
affordable funding to keep the loan

on the market, like %Athrough

E bank

Direct intervention from

project

finance. 2013 2019
Regulatory 2013. Approval of Law 2014. Approval of Decree 2055 establishinga
Fram rk 393 and Decree 1842, maximum IR for productive loans at 11.5%
amewo which limited portfolio  (bamier) and a grace period for DF s to adapt to
composition® new standards
Financial 2013. Competition for Diaconia is standard. IRs 2018. Commercial banks must comply
Market in commercial banks tend to be similar to those With Decree 2055: lower IRs and offer
arkets of DFls. Productive loans are not critical to more productive loans, which tightens
commercial banking competition for DFls
Resilience 2013. Diaconia’s 2014. DB 2017. The resilience  2019. The loan
Loan business model is to offer approves EcoMicro loan is adopted in 3
productive microloans A to create the locations, at 13% IR
at15% IR resilience loan
Additional 2016. Diaconi . 2017 AO of
. . Diaconia receives an . Approval o
Funding affordable loan from PROFIN  Financial Products to
to implement the resilience expand resilience loan
loan in 3 locations to 8 locations total
‘ Barrier Enabler Slight support
. Decree 1842 requredatleast60%ofthe creditportiolio of commerdal barksto consistof productive and affordable housing loans
Lessons of DeS|gn (and atleast25% ofproducdive loans)

Transformational Design Features

Challenges and opportunities. The Latin American market lacked
precedents of resiience-based loans or the agriculiural sector. Furhermore,
pastattempts to link financial loans to Technical Assistance (TA) had faced
obstcks (i.e. undear liability for investment loss or failure). Wihin the
implementing agency, no instituional or knowledge links exsted between
financial advisors and technical advisors. These facbrs created uncertainty,
skepticism, and lack of clarity in terms of how such a product would play out.

Transformative solution towards systemic change. The product had a pilot
phase of limited scale that provided room for experimentation. This allowed to
verify market absomption and adequacy of the adaptation measures in different
conkexts: hree locations were chosen fr the pilot, based on their potential to
represent different ecosysems in Bolivia. Through trial and error, different
roles wihin the project were iterafvely scoped and defined: financial
responsbiities were assigned to finandal advisors, technical assisnce
responsbilities to “strakgic allies” (local universities), while the final decision
on adaptation measures was placed clearly upon the benefidaries. The
combination of finance and agricultural adapfation know-hows and alignment
of their roles, signals potential systemic change, as it addresses knowledge
and institutional gaps to make a product like this one feasible.

Relationshipto TMAs

The “Pilot-and-
Demonstration”
Approach embeddedin
IDB Lab’s (previously MIF)
EcoMicro program-at least
in the case of Bolivia—
allowed the project to test
its main assumptions
before deploying ona
larger scale.

This approach allowed
some inevitable “small
fails” to happen, which
served to strengthenthe
productinthelongrun
(as opposedto ‘big fails”
which might have inhibited
further development.)

Design Takeaways

New institutional
arrangements tobridge
agricultural and financial
knowledge were made possble
by the factthat, as a pilot
project, Financial Products had
a small scale and room to test
initial, desk-based, hypotheses.

The “safe space” provided by
the pilot project allowed it to
further define roles, assign
responsibilities, and design
aspects of the product. This
made it possible for each actor
to fully understand their own risk
(and mitigate it) before the
innovation was fully deployed.
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Transformational Design Features

2 Challenges and opportunities. The projectrequired a simple and relatable

narrative to effectively offer a climate adaptation product to rural farmers.
Communicating climae change, and the financial rationale behind the
product, was a complex feat: it risked alienating farmers if concepts used
were perceived too detached from local realities. Such a risk was increased
by an initial, inernationally-sourced market analysis that presented a pre-
packaged catalogue of 18 climate resilience measures that were detached
from local realiies (e.g. not sensible to harvesting cycles in Bolivia).
Similarly, initial design hinged on a general modelling software used to
predict yield performance under different climake scenarios but required
additional grounding and adaptationto local circumstances.

Transformative solution towards sustainability and scale. A threefold
strategy based on: 1) A site-based market feasbility study that validated
beneficiaries” interest and likelhood of adopting the financial product; 2)
Context-sensitive chnical assistance that linked resiience measures to
simple climate change impacts that farmers were already aware of and could
relag to; 3) Integration of students and recent graduates from local
universities as the agents to provide technical assistance and follow-up.

These supporters from Unidades Académicas Campesinas, (many of whom
belong to the beneficiaries’ farming communities) were a valuable resource
to be leveraged. Through them, the project was well-grounded in farmers’
realities and able to provide low-cost continued involvement with farget
populations. According to Diaconia, this deep on-site engagement generated
loyalty and commitment from beneficiaries, helping the model achiewe a loan
delinquency rate close to 0%, and contributing to overall sustainability.

According to stakeholders, the low level of complexity in technical assistance
increases the likelihood of this model to achieve a larger scale in additional
locations because technical universities with this level of installed capacity
can be found in several other sites in Bolivia.

Relationshipto TMAs

The initial Market
Analysis was amended
by the local implementer
(Diaconia) througha
Feasibility Study, which
tailored the adaptation
measures to local
preferences and
characteristics (including
region-specific climate
risks, idiosyncrasies,
available technologies,
explicitinterest from target
populations).

Effective Stakeholder
Consultation and
strategic alliances with
local universities helped
design palatable
communication materials
for supporting
implementation activities.
This generated co-
benefits for local students,
seized social networks,
and drove down costs.
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Design Takeaways

Sustained commitment from
target populations may be more
likely to be achieved if pre-
existing social networks and local
resources are usedin the
business model of a solution.

The capacity to tailor
interventions to site-specific
contextand resources, can be
provided by an implementer with
experience and relationships in
the local market.

Especially when getting ready to
launch an innovative climate
product, itis key to go beyond
validating demand. Meaningfully
engaging with end users early-on
can allow projectleads to tailor
design features and messages,
optimizing adoption.

Changing behaviors canbe
easier to achieve through slight
changes or adjustments in
standard practices. This as
opposed to externally-sourced
radical measures that, even
though successful in other
contexts, can be harder forend
users to comprehend and adopt.

Challenges and opportunities. The product faced an unforeseen
challenge driven by the enactment of Bolivia’s new Financial Services Law
and its regulatory decrees. This threatened the projects’ business model: it
forced increasingly competitive rates on a product that was designed under
different assumptions: head-to-head competition with commercial finance
was beyond product’s initial scope.

Transformative solution towards sustainability. In the short term,
Diaconfa was able funds from the local foundation PROFIN, which helped
keep its interest rate within a competitive range, despite regulatory
changes. In the medium and long term, Diaconia has taken up the
aforementioned challenge as an opportunity: it is currently assessing
whether to migrate from a DFI into a MSME bank that can fund itself
through client's savings, thus improving the financial model for the product.
This resourcefulness and ability to adapt to exogenous regulatory
circumstances is considered by stakeholders to exemplify a feature of
sustainability in the project.

A Risk Assessment
identified the possibility of
regulatory changes early-on
during the project.

In this case the Risk
Assessmentdid notlay
detailed risk-mitigation
strategy atthe outset. It
adapted a conditions
developed, and up this point
has been able to navigate the
new regulatory environment.

The ability to adapt to
adverse regulatory changes is
closely related to the
resourcefulness and market
experience of the local
implementer.

In cases where the likelihood of
policy or regulatory shifts is
high, risk assessments should
identify the resources to be
tapped, and concrete strategies
to be followed to ensure
resilience.
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Transformational Design Features

4 Challenges and opportunities. Finding strong and resilient local

partrers to develop innovation niches can prove difficult —and at times
expensive — forMDBs, particularly in smallemerging markets.

Transformative solution towards relevance, scale, and systemic
change. Diaconia was selected through the EcoMicro program: a
competitive, innovation-driven, regional call to tender which sought to
support front runners in innovation. The program was focused on the
development of green finance solutions, an was open to a wide range of
variants within this category. Its thematic and regional amplitude spurred
competition and alowed IDB to select solutions considered to be

comparatively relevant. Its regional scope also generated opportunities
for scale, through knowledge sharingamong beneficiaries of Ecomicro.

From its conceptualization, EcoMicro targeted leadership for niche
development, and pre-identified the potential of Micro Finance Institutions
(MFls) as key partners in crafting out-ofthe-box solutions, often
unattractive to conventional market players.6As a result of this approach,
IDB idertified a strong partner with the necessary know-how and risk-
appetite to create a commercially viable, resilience-oriented financial
product in Bolivia.

Two features from Diaconia, the local implementor, stand out: 1) capaciy
to leverage local networks that proved valuable for the project’s
sustainability in the face of adversity (including alies such as PROFIN
and Unidades Académicas Campesinas); and 2) a willingness to embrace
institutional change. The latter refers to actions by the Executive Board to
change Diaconia’s business cutture: a re-training program on the
importance of climate change adaptation for clients, paired with the
adoption of commitments (e.g. reducing personnel’s carbon foctprint), has
been important to trigger further systemic changes within their
operations (e.g. introducing agricutural and cimate change
considerations to their sale operations and strategic growth plans).

6 Within the project’s rationale, MFIs were targeted as they were considered to havea history of launching projects first

Relationshipto TMAs
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Design Takeaways

EcoMicro’s tendering process  The capacity to

generated input most often
obtained through a
Stakeholder Analysis, such
as mapping key potentia
implementers and anayzing

strategicallyfocus on a
high potential market and
acapable innovation-
driven provider was
facilitatedthrough

their institutional capacities. lts competition. Resourcing
open nature allowed IDBGroup projects fromlargeregional
to gather valuable information pools can promote

without directly investingin
research —having it provided
directly by interested
applicants. Also, by being a
regional call to tender, the
number of proposals allowed
selectivity, toidentify players
with the best capabilities to
lead intended innovations.

perceived complex and unprofitable, and to have proven capacity tobe flexible and efficient in delivering their social mission.

Key Tools, Methods and Approaches (TMAs)’

TMA Found in

relevance in project and
partner selection, with
strict(er) criteria for funding
innovation.

Local partners must ideally
have capacity toleverage
resource networks and a
demonstrated openness to
institutional change.

Producers harvesting peppers from improved seeds
acquired through the loan. Photo by C230 Consultores.

1. Market Analysis

2. Amended market analysis with

feasibility study Climatico. LaPaz, Bolivia

Frankfurt School of Finance & Management (2014). Estudio de Mercado. Frankfurt, Germany
Diaconia FRIF - IFD (2016). Informe de Validacion de la Demanda de Medidas de Adaptacon al Cambio

3. Stakeholder consultation

5. Risk assessment

5. Modeling software platform

Frankfurt School of Finance & Management (2014 & 2015). Estudio de Mercado & Estudio de Vulherabiidad
y Mapeo de Riesgos Climéticos. Frankfurt, Germany; Diaconia FRIF - IFD (2016). Informe de Validacion de
la Demanda de Medidas de Adaptacion al Cambio Climético. La Paz, Bolivia

IDB. (2014). Documento para Aprobacion del Proyecto. Proyecto Ecomicro de Diaconia— Financiamiento
Verde para la Adaptacion al Cambio Climatico (BO-X1011). Washington D.C., US

UNDP; Frankfurt School of Finance & Management; Diaconia FRIF - IFD (2016). Heramienta para
Evaluacion de Crédito Agropecuario y Riesgo Climéatico. La Paz, Bolivia

Since the Financial Products project is a scaling-up of a previous effort, TMAs used for the EcoMicro project are considered within those used for Anancial Products. Methods and
documents presented were selected on the basis of their relevance for the design of the intervention, as communicated by stakehadders through interviews.
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Program Description

Preparing Outer Islands for Sustainable Energy Development (POISED)
is a public program that introduces solar PV and energy efficiency
measures into electricty grids of the outer islands in the Maldives. The
objective s to help develop solardiesel hybrids, through physical
investments in RE equipment, energy management and control systems,
storage, and improvements in distribution. The project initially targets 5
sample islands for its pilot program (2014), with a plan to scale up to 160
(2021).

The project’s implementing agencies are the Ministry of Energy and
the Environment (MEE) and FENAKA and STELCO, the two main
energy utilitiesin Maldives.

Climate InvestmentFunds’ Role

The CIF contrbuted with a US $12 million grant from the Scaling-Up
Renewable Energy in Lowdncome Countries Program (SREP) to
cover upfront costs of solar energy, faciltating the longertem transition
to a carbon neutral economy.

Current Status

* Phase 1covers five pilot islands. All project activities were completed
in2017.

* Phase 2A covers 14 islands. Projct work started in 2017. Currently,
energy management systems need to be connected before handover
to Fenaka.

* Phase 2B covers 13 islands. Contract award will startby 2019.

* Phase 3 covers 26 islands. Project work is on-going with 70% of the
activities completed.

* Phase 4 covers 24 islands. Prgject work is expected to start by early
2019.
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FENAKA Direclor of Technical Servicesand Green Energy, Abdullah Nashith, and FENAKA Baa
Atoll Goidhoo SeniorPlant Technician, Mohammed Naseem demanstatng solar pand energy

Key Indicators

savings. Photo by C230.

Indicator Target Achieved®
Electricity output from RE (GWh) 27.6 3.3
Capacity from RE (MW) 21 21
No. of beneficiaries (households) 4,600 3,669
GHG emissions avoided (tCO2e) 40,000 5,340

2 Achieved Indicatorsare for the year 2017.
Financing
SREP, Grant US$ 12 million
Asian Development Bank (ADB), Grant US$ 38 million
European Investment Bank (EIB), Loan US$ 50 million
Islamic Development Bank, Loan US$ 10 million
Govemment of the Republic of the Maldives US$ 14 million

Source:ADBDocuments.

Design Features with Transformational Change (TrC) Potential

@

Relevance

based equipment).

POISED was able to strategically target low carbon development as a country priority through its linkage with
concerns around energy security and the buy-in from leaders in complete energy systems (including the EE of diesel-

£¥  Local mindsets are shifting from a state whereisland Councils avoided being “risky experiments for RE” and are now

gemic interested in becoming “modem and progressive” due to the installation of PV.
Ch}fi Through typology-based demonstrations, the project has created evidence thata wide range of islands canrelate to,
/" effectively creating an appetite forimplementation despite the diversity of local conditions.

bl

Sustainability

POISED implemented activities througha predominately technical organization, a utility thatwas young and relatively
shielded from political shifts; a shortfeedback loop in its institutional arrangements with the management unit, made
implementationagile and responsive to changing circumstances.
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Timeline of Coevolutionary Processes

POISED has had to face skepticism towards the appropriateness of RE in the Maldives. Part of the chalenge has been that existing
infrastructure for diesel-generated base load was designed with over-capacity, with an impact on the overall performance of systems that
incomporate RE solutions. The program also needed to navigate the volatility of the global energy market —particularly the impact of diesel
prices on the relative cost-competitiveness on RE. Lastly, during the lifetime of the program, several shifts in government took place,
giving way to societal and economic reforms. Nonetheless, the program has been successful in pairing RE development with more
efficient diesel infrastructure, and has leveraged governmentinterest in energy security.

2012 o
National views on 2009 Maldives achieves 100%  Maldives
access to electricity after 2004 infrastructure on
energy | tsunami Diesel génerators with heaviy dependent
infrastructure over capacity are installed. on diesel imports

Governance and

Outer island 2012. Creationof  Lackof a
Regulatory | powerhouses lacked FENAKA to direct ~ governin
Structures | a centralized mgmt. Ols electricity Tamework for
structure. generation. RE.
Maturity of the | Market poftenlial for local E%ESFI)E% &tMéa.Idives
i sources of energy was studies
Maldivian RE Market | jresent butlacked demonstrated economic
convincing economics. feasbilty and growth
potential

Experiences with

Outer Islands faced a
Renewable Energy negative percepton

towards RE experimenis

. Barrier

Past interventions on RE
were centered on the
capital city of Malé and its
surrounding islands.

Lessons of Design

Transformational Design Features

1 Challenges or opportunities. In 2012, seven regional utilty comparies

merged into a single entity: FENAKA. This organization had technical
capabilities, presence in the islands, and an ongoing relationship with
the Ministry of Environment and Energy. FENAKA was selected as part
of the implementing agencies, responsible for coordinating all aspects of
the transactions with the Island Councils (ICs) and City Councils (CCs).

Transformative design towards sustainability. The Project
Management Unit establshed a Steering Committee with two
permanent members from energy tilities stationed at MEE’s offices.
Along with consultants, this committee monitored progress. FENAKA
was able to communicate, in a prompt and timely manner, aspects
related to local stakehdlders, engineering and administration issues on
site, and needs of the project on a daily basis. Periodic interactions and
a radmap for phasing the plan in the outer islands was made possible
through these arrangements.

Growing awareness

energy imports on
trade balance and
GDP.

Introduction of
concessional loans to
private sector for RE,
tariffs exemptions anda
Bank of Maldives Green
Loan.

Enabler

the impact of

RE.

Allocation of 2015. Netmetering.
Maldives SREP Bo licy and standardized
funds for pdicy and  PPAs are developed
regulatory under SREP TA.
improvement.

panels)

@

Outcomes from a hybrid Pilot
Program has a demonstrative
effect; shifts percepton towards
RE as “sign of modemity”.

Relationshipto TMAs

Institutional arrangements
reflected in the Project
Administration Manual
(and stemming from
prefeasibility activities)
endowed POISED with a
more effective
organizational structure
forimplementation.

2015-2016. Diesel
price volatilty creates
negative conditions for

Slight support O

2019

2016 Maldives
Energy policy and
strategy.

) Private sector
interest expected
improve under
ASPIRE Project.

Local market for solar Development of mited
panel significantly
expands (50% price
reduction in solar

private sector interes on
RE, stil dependent on
the utilty companies.

Need for awareness and
capacity-buiding of
technicians in order to
sustain interest &
outcomes.

Direct intervention
from POISED

Design takeaways

Implementation was agile
and responsiveto
changing circumstances
thanks to short feedback
loops in institutional
arrangements, which
avoided bureaucratic delays.

Some actors assertthatthe
project was relatively
shielded from political
shifts due to the important
responsibility placed directly
on the predominantly
technical utility.
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Transformational Design Features

7 Challenges or opportunities. Hesitation towards renewable energy (RE)

projects was a key barrier to overcome in the Madives. RE largescae
deployment was being hindered by past attempts that had aimed for radical
changes in the energy mix, and where unintended consequences set negative
precedents™. This created mindsets of skepticism and distrust towards the idea
of further experimentation with these technologies. This was true both for
govemment and for communtties, the latter not wanting to be “guinea pigs” of
potentially unsuccessful projects.

Transformative design towards relevance and systemic change. The
project’s due diligence incorporated lessons leamed from past attempts and
acknowledged that aiming for 100% RE systems was not feasible due to the
over capactty of current diesel-based systems, social perceptions, and climate
condtions. The project adopted a “holistic approach” that brought in expertise
not only from the field of renewable energies, but from the wider energy
industry, which looked atthe system as awhole and proposed improvements to
diesetbased generation, thus reducing operating costs regardless of the RE
solution. This alowed the engineering of wholesome hybrid solutions that
appealed to different audiences (including detractors of RE) and address
perceptions of risk. This seems to have laid the groundwork for future, more
ambitious adoptionof RE.

In addressing govemment's hesitations, the generation of powerful evidence to
create buy-in was key. Economic analysis allowed to showcase potential diesel
savings throughout the lifespan of the project, giving way to the establishment
of demonstrable link between RE development and energy securty in the
Maldives, which was a key government priority. This played a role in
shieldng the project form frequent political shifts during implementation:
incoming administrations had a clar picture that in order to lessen the
economic burden of diesel imports, development of renewable energy sources
could be further promoted.

In addressing communities’ hesitations, a piot-and-demonstration approach
was applied which provided relatable examples of successful implementation.
Shifts inmindsets were perceived in that islands became interested in gaining
“good reputation” by implementing solar PV: RE deployment was
reconceptualized as a symbol of progress, with potential to trigger economic
develbpment (by projecting an image of modernity towards toursts). In
residential islands and atolls, there was also an attempt to provide visible local
co-benefits of Solar PV installation, by means of using panels as roofs for new
community centers.

Relationshipto TMAs

Theory of change
incorporated a holistic

approach to energy,
instead of focusing
exclusively on RE.

Economic analysis had
the power to enhance the

project’s perceived
relevance through

powerful data, addressed

detractors.

Feasibility studies were

able to articulate
problems, linkthemto
broader items in the
policy agenda, and
generate forceful
messages for decision-
making.

Stakeholder
engagement led to
tailored implementation
designs that boosted
local acceptance of the
initiative and contributed
to shifting mindsets.
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Design takeaways

The ability to
strategicallytarget
low carbon
development as a
key country priority
was made possible by
a systems’ design that
allowed a space for
conventiona practices
and technologiesin
improved performance
conditions. This
concession canbe
strategicaly used to
phase-in alternatives
that would have
otherwise been
neglected.

Buy-in from
government anda
shiftin local
mindsets derived from
simple yet robust
evidence made
possible through pilot
implementations, using
designs thatare
sensible to immedate
interests fromlocal
communities.

'Attempts o introduce RE in combinafion with diesel faced equipment with an overcapacity challenge. Implementaion of RE further decreased diesel efficiency,
since by putiing in solar PV parels, the diesel generabor set load went down, causing a drop in the efiiciency, which resulted in a higher use of diesel. This
experience raised skepficism around the benefits of RE. Also, a wind energy project 12-15years ago, consisted of a grant for piivate sector support for wind energy
development. Wind turbines were installed butlacked the arrangements for their correctimplementation. Addtionally, nadse complaints reflected poor acceptancein
neighboring communities. This proect obtained a widespread perspective of failureinside the country. The lack of feed-in taiiffs and purchase agreements at the
time played an important rde in te development of these prgects. In this sense, the support gven to improvements in pdicy and reguation through the

Programmatic Approachwas also an importantcomponent of POISED.



Designing for Transformation: A Practice-Oriented Toolkit for Mainstreaming Transformational Change in Program and Project Preparation Processes

PREPARING OUTER ISLANDS FOR SUSTAINABLE ENERGY DEVELOPMENT

ADB | MALDIVES | SREP

Transformational Design Features

Challenges or opportuniies. The physical dispersion, low population density,
and diversity of 160 inhabited Outer Islands made it challenging to introduce
tailored RE solufons in Maldives. h the past, the consequence had been a
tendency b only address RE poential in he greaer Mak Atoll (@dministrative
capital), which holds little resemblance © the majority of islands in he county
(eg. dense and highly connected). Therebre, despite he fact there was a
strong rationale to introduce RE sources in Outer Islands- due mainly to the
high oosts of transporing diesel, there were no concreke and relatable
examples hat demonstrated the RE system’s perbmance under bcal
conditions such as the ones they experienced.

Transformative design towards scale. A pilot program was developed, based
on a sample of ouker locations that could represent the diversity of islands in
terms of size, and also in terms of the different stages and capacities in their
transition from diesel © renewable energy sources. Three typologies were
created, and a pilot was applied on five islands in order to demonstrate the
poential benefits of these systems. The types of challenges, needs, and
outcomes resulting fom these pilots and teir respective typologies, were
demonstrative for the rest of he islands © understand the implications of RE
deployment (costs and time to implement, expeckd benefits, etc.); this lowered
perceptions of risk, resistance to change, and has created an appetite for RE.

Relationshipto TMAs

Feasibility studies used
typologies that provided
additional potential markets
with broad estimates about the
feasibility and likely impacts of
applying RE solutions
themselves. This endowed the
project with an inherent ability
to scale by means of
demonstration.

“When we did the pilot phase, we took
islands of very different
characteristics, small, medium, large
islands, city islands, and from that
analysis we found financial benefts
[they could relate to].”

- Abdulla Nashith, Director Green
Energy FENAKA
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Design takeaways

The ability to create an
appetite for
implementation despite the
heterogeneity of local
conditions, was achieved
throughaneffortto finda
balance between broad
market characterizations
(which may lack sufficient
granularty to make a
compelling case forthe local
adequacy of a solution), and
highly specialized
assessments (which maybe
expensive to perform and
limit replicability).

Challenges or oppottunities. Lack of local capacities has led to diffiaulties in
enauring the oorrect operaton of RE systems. Training of local idand
technicians, developed by the implementation agency and the contractor, are
deemed insufficient and could compromise the sustainability of POISED.

Design barrier. In Maldives, this challenge is yetto be addressed. Stakeholders
at FENAKA and MEE poinkd towards the desirability of changing the tendering
process in order b strenghen contracting procedures in first-of-a-kind projects.
These are ofen packed with uncerainties and knowledge gaps, which were
difficult to acoount for in bidding requirements and contracting terms. Cument
palicies require hat he lowestbid fulfiling minimum echnical requirements is
selected. Stakeholders consider that these facbrs gave way to the selection ofa
firm that wasoverly focused on minimizing costs, lacking a vision for scaling the
solution and ensuring its long-em suskinability. For example, contracbrs were
perceived as not sufficiently engaged with local Echnicians during capacity-
building efbrts and not responsive enough to technical difficulties during
implementation (eg. the evaluation team was able © observe hat some of the
equipmentwas setin Chinese language,and local island operators did not know
how to adjust these settings).

Key Tools, Methods and Approaches (TMAs)

Stakeholders suggested the
tendering processes leading to
the selection of contractors,
should have promoted
commitment to provide on-site
supportfor O&M, as well as
meaningful local capacity
building. This may be related b
the private sector mappingina
Market Analysis. and the need
to incorporate Risk
Management and training
activities provisions into the
budget and terms for initial
contracts.

In demonstrating first-of-a-
kind projects, the selecion of
high-value contracting
proposals may be justified:
uncertainty, trial-and-emor,
and local capacity building
should be accounted forin
expected operating costs.

Therefore, bidding and
confracting processes may
need to intemalize first-
mover implementation risks.
This can help ensure
appropriate O&M, follow-up,
and dedicated training are
contemplated and provided
for particulary in projects
with demonstration potential.

1. Feasibility Studies (technical)

2. Environmental Management Plan
Assessmentand Review Framework.

3.Economic Analysis

Diligence Reports of Sample Islands Summary.
Energia Effergy. (2014). Hybrid Energy System Feasibility Study for Goidhoo Island.

Ministry of the Environment and Energy of the Republic of the Maldives; ADB. (2014). Envionmental

Study of Kurendhoo Island.Malé, Maldives.

4. Investment Plan
5. Feasibility Study

Climate Investment Funds. (2012). Investment Plan for Maldives.
ADB. (2014). Project Administration Manual.

Ministry of Environment and Energy. (2017). Cost Benefit Analysis of Solar PV System in Maldives: A Case
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Program Description

The Honduran Self-Supply Renewable Energy Guarantee
Progran aims a overcoming technical and financial
barriers for the private sector to adopt renewable energy
(RE) projectsin Honduras.

The Program has two comporents: a grant used fo finance
feasibilty studies for companies with potential interest in
RE; and a guarantee for projects interested in accessing a
loan to implementRE.

The Program has focused mainly on photovotaic (PV)
energy; nonetheless, biogas, biomass, wind and batteries
have also been included in feasihility studies.

Role of the Climate Investment Funds (CIF)

The Program includes two financial components from the
Scaling up Renewable Energy Program in Low Income
Courtries (SREP). a US§ 500,000 grant, used to offer
technical assistance (in the form of feasibility studies), and
US$ 5 milion in guarantee resources, to support projects

seeking loans from IDB Group or other financial institutions.

Current Status

The Program was approved in April 2015, with an expected
tem of four years; a six-month extension was recently
approved in order to include addtiona projects. Up to this
point, 33.5% of the grant and 25% of the guarantee
resources have been utilized.

Proposed PV field layout for Universidad Zamorano. Source: CBCL/INGEA (2018).
Renewable Energy and Micro Grid Study for EAP Zamorano. Canada.

“‘We understood the general aspects of photovoltaic energy, but not te
technical aspects. Consultants came to analyze our potential for RE
and demand and came up with a proposal thatwe then took
suppliers so we could compare different altematives.”

— Mauricio Kattan, Kattan Group

Key Indicators

Indicator Target Achievede
Increased RE generation capacity and supply 20 5
(MW)

Annual electricity output from renewable enexgy
(MWh) 45,000 6,600

Tons of CO2 emissions avoided per year 40,000 4,430
Number of RE technologies/applications 3 1
demonstrated

Note: all baselines are zero. Furthermore, no results have been obtained up tothis point.
2 Targeted and Achieved works acoountings are basedon the year 2019.

Financing®

SREP, Grant US$ 500,000
SREP, Guarantee US$ 5 million
IDB-IDB Invest, Loan US$ 20 million
Private sector, equity or corporate debt US$ 20 million

® Amounts are aspirational, and disbursed according to demand.

Design Features with Transformational Change (TrC) Potential

Q By generating local evidence and supporting the implementation of a wave of RE prmojects, the Program successfully
Q‘ battled skepficism within the private sector regarding RE's commercial viabilty in the Honduran market. This was a

Systemic

Change necessary first step within a larger process to mainstream RE self-supply models.

,‘.: Although so far limited in its actual ability to scale, the project seems to support it by focusing in sectors with high
é replication potential (industrial parks) and in organizations that serve to nurture knowledge creation and

Scale

dissemination (universities).
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Timeline of Coevolutionary Processes

Since back in 2007, the Government of Honduras (GoH) has been spearheading a shift towards the adoption of renewable energy in
Central America. With support from IDB and other international institutions, the GoH has approved laws that incentivize RE investments,
and created supporting institutional and legal arrangements. Some of these laws are lacking the technical standards and reguations
necessary to implement them (e.g. a net metering regulation), but the national context, in tandem with a decreasing cost of RE
technologies, creates a promising ecosystem for private investmentsin RE.

The Honduran Self-Supply Renewable Energy Guarantee Program fits into this national strategy as an intervention focused on
overcoming bamiers limiting private sector investment, to have a demonstrative potentialand catalyse a widerrange of RE projects.

Renewable . .
o 2012. 30% of ~ 2013. GoHis 2014. GoH sets RE2018. 75% of energy 2019. GoHs collaborating with IDB to
Ener‘gy Policies energy generation o ) consolidate regulatory framework and RE.
supported by asa pnorlty in its generat|on comes .
comes from RE DB . Strateqi ENEE restructuring demanded by the IMF
3 o reform fs fa sgio from RE souroes® can boost Self-Supply RE
sourees energy sector  Govemment Plan ~SUPply RE-
Regulatory , , [
2007. Approval of the D.70/07 Law, ~ 2014. Approval of Law D.404/13 which 2019. Technical standards fornet
Framework which establishes incertives for RE  creates the framework for RE metering have notbeen approved,
generation generationand supply, including net which deters larger investments in RE
metering
Market ®
Awareness of RE 2007. RE is perceived 2014. IDB offered loan to 2015. SREP Program is 2018. Installation costs
. as risky and expensie install the largest industrial PV approved and supports first of solar PV have
Potential by the private sector rooftop planin Lain America  project with feasibiity study and decreased by 40% in

guarantee

the past five years

Lessons of Design

Transformational Design Features

1 Challenges or opportunities. The Program aimed at financing the first

wave of renewables (RE) for seff-supply in Honduras’ private sector. The
technology was available at competitive prices, but access to finance was
limited.

Transformative solution towards systemic change. As part of a larger
programmatic strategy to scale up RE, the Program’s initial focus was to
improve the credit profile of RE projects, as a way to broaden RE access to
finance. However, after early consultations with the local business
communtty, i became clear that a first necessary step would be to shift
mindsets: the private sector had little appetite forRE to begin with. Lack of
precedents added to perceptions of uncertainty around RE projects;
investors required proof of commercial viability, preferably through direct
experience. The Program responded by adopting an institutional
arrangement to provide interested ventures with an on-site verffication of
project viability, free of commitments to subsequently acquire a loan. This
seved to: address knowledge gaps thatwere distorting perceptions of risk;
build evidence of potential benefits; trigger a demonstrative effect o create
an appetite for RE, and develop loca competencies in REfinance.

Relationshipto TMAs

Building on previous
experiences in Honduras,
the project tapped intolocal
expertise through
stakeholder engagement
early on. This allowedthe
project’s design tobe
mindful of challenges and
perceptions relevant to this
context, and use this
information to shape site-
specific feasibility studies
as a precondition to
stimulate RE in the
Honduran market.

Design takeaways

The ability to successfully
battle skepticism within
the private sectorwas
made possible by providing
proof-of-concept studies,
risk-free and with no strings
attached. Particularly in
small markets, such
evidence canhave a
catalyzingeffect.

[n turn, this was the
response to an adjusted
program rationale, which
acknowledged theneed to
first generate a market for
RE, before embarking on
mainstreaming efforts.
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Transformational Design Features

Challenges or opportunifies. The needs, interests, lmiations and
financial resources of companies that coud implement RE projects in
Honduras varied signfficantly, so a one-size<is-all solution could limit the
Program’s ability toattract potential beneficiaries.

Design barrier for scale and sustainability. The Progam had mixed
results in tackling this challenge. On the one hand, it was adequate in that it
used technical assistance to carry out feasibilty studies on a project-by-
project basis, which ensured that results were directly applicable to the
interested partner. This allowed companies to build relatable evidence that
made them more certain and comfortable about deciding on RE as a source
of energy.

On the other hand, those familiar with the Program opine it had certain
limitations, which may have compromised its capacty to adapt to the
varying profiles of the Honduran market:

1) Due to market demand, feasbility studies hawe been focused on RE, and
overlooked energy efficiency (EE) elements that could be included to offer
more aftractive retums on investments, thus further advancing the CIF’s low
carbon agenda.

2) Project support has focused on medium-to-large size projects within the
Honduran market (usually around USD $4 million), because smaller projects

— which represent a significant portion of potential demand- require a third-

party PPA approach which has been difficult to consolidate due to the
characteristics of the market.

3) By tackling a small, incipient market, the program has required additional
on-the-ground efforts by IDB to identify projects with potential and interest
in RE, instead of benefiting from the competitive dynamics that larger
markets (with larger pools of competitors) tend to offer. In this sense, the
limitation of the target market has required a trade-off between business
developmentand the application of the minimum concessionality principle.

Feasibility studies were
key to develop a tailored
RE solution and draw
attention towards RE
potential.

Nonetheless, the Program's

capacity to supportRE in a

scalable manner seemedto

be hindered by: a) the
underlying assumptions in
the theory of change to
bring about targeted
outcomes (such as placing
IDB loans in this sector)

which could have benefitted

from a more robust
examination; and b) a
market study shouldhave
provided an early mapping
of the effective market
demand for this type of
product, and the
consequences ofdoing
such a strong market
segmentation.

Relationshipto TMAs Designtakeaways

Through their capacity to
de-risk investments by
demonstrating the
potential benefits of
particular projects,
feasibility studies canbe
a defining factor to push
the private sector towards
the adoption of RE or low
carbon practicesin
general.

Being specificabouta
Program’s scope can hep
it target key areas pre-
identified as promising for
low-carbon development.
However, if Programs are
too narrow (both in terms
of the country and
subsectorthey tackle),
implementationcan face
challenges such as
difficulty to scout, validate
and tap into potential
market demand, which
can ultimately leadto
suboptimal resource
allocation.

Challenges or opportunities. The incipient nature of RE demand in
Honduras needed flagship projects capable of attracting other actors to the
market.

Transformative solufion towards scale. A previous project by IDB in
Honduras demonstrated the economic feasibilty of a large investment in
rooftop solar power, which paved the way for more defined demonstrations
in other areas that could offer scale potential. Following this path, the
Program’s technical assistance targeted an industrial park: a highly
scalable target both for Honduras and the region, given the manufacturing
profile of the economy. Similarly, the Program included a project with a
university, which already had a research area focused on RE and could,
through this initiative, have mutiplying effects on students and professionals
interested in futher developing RE knowledge and demonstration projects.
Both experiences reflect how the Program identified first movers and
collaborated with them to strengthen knowledge networks around
renewable energy potential.

Stakeholder engagement, The ability to focusin

led by local IDB staffand
local consultants, was
critical to identify options
with high replication
potential. Several of the
borrowers had already
collaborated with IDB in
other projects. This
previous experience was
critical to participate in this
Program, thus proving the
value of building on
previously articuated MDB
networks.

sectors with high
replication potential
(industrial parks) and in
organizations that serve
to nurture knowledge
creation and
dissemination
(universities) can be
achieved by effective
involvement of local
stakeholders atthe stage
of a market analysis.
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Transformational Design Features

Challenges or opportunities. Companies with projects large
enough to be compatble with IDB Group loan standards tend to
have access to other sources of finance, including equity or loans
from commercial banks. According to interviewed stakeholders,
condtions offered by IDB Group in this case are not very different
from commercial banks, but processing takes twice as much time,
which makes accessing IDB Group loans less attractive for a time-
sensitive private sector.

Design barrier. The Program was strategicaly divided in two
elements: the technical assistance (feashbility studies) on the one
hand, and the guarantees to access finance on the other. While
companies receiving technical assistance were encouraged to
access IDB Group funds to carry out implementation, this was not
mandatory. Thus, there was a low entry barrier to the analysis and
fomulation of RE prgects. All projects with RE potential were
technically supported, while companies were allowed to use any
type of resources at disposal toimplementthem.

Although a couple of companies have accessed a loan after
proving feasibilty, a significant amount of projects supported
through technical assistance did not access the financial products
and guarantees offered by CIF and IDB Group , deciding to use
equity or other financial afternatives to implement the projects
instead. This was perceived by some stakehdders as a failure,
regardless of the fact that the RE projects were fully implemented.
The greenhouse gas emissions (GHG) reductions from these
projects, enabled indirectly by CIF and IDB Group support for
feasibility studies, are not reflected as a project outcome. This has
had a negative impact on the perception of the technical
assistance component on the Program: on paper, is valuation
rests sokly on the amount of projects that accessed financial
support from CIF and IDB Group, without recognizing its role in
reducing perceptions of risk.

Key Tools, Methods and Approaches (TMAs)

TMA Found in

Relationshipto TMAs

Through arisk assessment,
the project identified the need to
include technical assistance and
capacity building elements,
which turned outto be ciitical for
the Program’s implementation.

However, the indirect outputs of
these studies are notaccounted
for: only projects thataccessed
IDB Group finance are reflected
inindicators: A differenttheory
of change would have been
useful to identify specific outputs
and indicators from each
component, evidencing the role
that feasibility studies have as
an independent comporent.

Design takeaways

Programs can use CIF funds
to empower niches through
technical assistance, even if
these do not necessarily result
inaloan. However, it is
advisable thatthisis done in a
way that ensures that funds
from other sources (e.g.
MDBs) are optimaly used, in
favor of shapingand
implementing at scaleand
under sustainable terms.

For Programs offering both
technical assistances and
financial support, it may be
useful to monitor and report on
both activity-outputs, and not
only on the outcomes of
financial support. This can
offer a more accurate picture
of the overall achievements of
the Program, and helpidentify
how to maximize impact of
concessional resources.

Proposed rooftop PV layout for INHDELVA. Source: CBCL
(2019). Technical and Financial Feasibility Study for a Solar

PV System . Choloma, Honduras

1. Stakeholder Engagement,
theory of change, and risk
assessment

2. Feasibility Studies

Bufalo, Honduras. Borrador del Reporte Final. Villanugva, Honduras.
CBCL (2018). Microgrid Feasibility Studyfor Utia Power Company. Utila, Honduras. Draft Report. Utila, Honduras.
CBCL (2018). Renewable Energy and Micro Grid Study for EAP Zamorano. San Antonio de Oriente, Honduras.

CBCL (2019). Proposed rooftop PV layout for INHDELVA. Choloma, Honduras.

3. Programmatic Approach  Government of Honduras (2011). SREP Investment Plan for Honduras. Tegucigalpa, Honduras: CIF.

IDB (2014). Honduran Self-Supply Renewable Energy Guarantee Program. IDB Private Sector SREP Proposal for
Submission to the SREP Trust-Fund Sub-Committee. Washington D.C., USA.

CBCL (2017). Estudio de la Viabilidad Técnica y Econémica para la Instalacion de Plantas Fotovoltaicas en Zip
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Project Description

Protecting Forests for Sustainable Ecosystem Services (PFSES) is
a public sector project that seeks to support readiness to scale-up
REDD+ in Lao, building upon work carried out through the Greater
Mekong Subregion Biodiversity Conservation Corridors Project
(BCC).'It includes the following interventions in 17 administrative
villages, distributed along selected biodiversity corridors: land use
planning, securing access rights, and land tenure and cettification;
assisted natural regeneration (ANR) and patrolling to reduce illegal
logging and the hunting of wildlife; as well as development of
alternative agro-forestry & forestry-pasture livelihood systems?.

'A regional initiative led by ADB that began in 2011, and thd seeks to enhance transboundary
cooperation for preventing and mitigating fragmentation d biodiversity rich landscapes of the
Cardamom Mountains and Eastern Plains Dry Forest in Cambodia, Lao PDR and Viet Nan. The
PFSES is also complementary to other GIZ JICA and KF'W REDD+ related investments in Lao PDR.
2 Additional activities include: Paymert for Ecosystem Services (PES), development d carbon credits
and diversification d forest products and renewable energy; these are yet to be mplemented and
therefore not assessed in this case study.

Role of the Climate Investment Funds (CIF)

The Forest Investment Program (FIP)supports, through Additional
Finance (AF), the scding up of sustainable forest management
activities within the BCC project in 17 villages of the Phowong
and Dakcheungdistricts, to strengthen implementation capacity.

Current Status

Project activities began in 2017 and among them, land use
planning and granting of access rights have been completed; most
comporents, such as patrolling, ANR, and support for improving
cash crops are ongoing; others, such as Payment for Ecosystem
Services and promotion of optimal livelihoods to reduce pressure
on the conservation areas are yet to begin. Initially set to end in
March 2019, FIP is in the process of being extended fo last until
December, 2021.
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Poster elaborated to communicate the range of benefits from
sustainable forest management in Lao. Source: ADB, 2019.

Key Indicators

Indicators for Implemented Subprojects Target Achieveda

Expanded forest area under sustanable frest

management by capacitated commurity groups 4,450° 2,428
(ha)

Assisted Natural Regeneration (ha) 1,500 2,097
Patrolling of land zonings (number of villages) 17 17
Completed land use planning by zonings 17 17
(number of villages)

Participdion in nurseries with improved varieties 300 100

for crash crops (number of farmers)

Note: allbaselines for 2014 are zero except for patrolling which had 6 teams in villages. It is too early in
the projectto reporton the netreduction in CO, emissions (tons/yr); nonetheless, carbon assessment
workbegan in January 2019, which willrefine the baseline by June, and quantificaion by August 2019
2ADB. 2019.Environmental Monitoring Report,complemented through interviews.

b The final target of4,450 ha wasseleded in consideration of ADB reportson the capadiy of the
communities to partidpate in sustainable forest management achivities.

Financing

Strategic Climate Fund US $12,840,000
Asian Development Bank US $20,000,000
Govemment of Lao PDR US $60,000
Total US $32,900,000

Design Features with Transformational Change (TrC) Potential

&

Communities have been empowered through access to land and their placement at the center of forest

o safeguarding, making it more likely that resource protection will endure over time. An enlarged sense of responsibility is

L regarded as conducive to them assuming greater agency over the protection of forest resources for future generations,
with early signs of shifting mindsets and community-level decision making.
S Village forest units for patroling are regarded as a low-cost and effective model to further promote enhanced
Scale

l

Sustainability

monitoring, which could be replicated in cther locations. The sustainabilty of the investment is being promoted by
making sure these patrol teams are formed by a diverse set of members from community organizations (including the
youth), and receiving funds regardedas “allowances fromthe vilage” as opposed to wages from government.
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Timeline of Coevolutionary Processes

As one of the poorest countries in Southeast Asia, Lao’s development agenda in the recent decades has focused on economic growth,
with an impact on deforestation levels: in 2010, forest cover in Lao reported 40.3%, in comparison to 47.2% in 1992 (Vongvisouk, et.al.
2016). Among these economic drivers of deforestation, two stand out: land conversion for infrastructure (hydropower dams, mining, agri-
business expansion) and a response to internationa demand for rubber, timber, and minerals. Limited capacties - particularly in local
govemment offices, have resutted in unclear, often contradictory legislation (WWF, 2016). Navigating these governance challenges and

key market pressures, PFSES has benefitted from positive changes in institutional frameworks such as the creation of the department of
Forest Preservation in 2011 and the introduction of a ban on logging in 2016.

1990 2012 2018
[E)conlomlc t 19BN 1567 Grestr 1T Lo becomes @ 2010: ) memberof e 216U
evelopmen CONOMIC  Mekona Subregidnemoer of the event Strategic
Mechanism. (gMog)g’is 9 Rssociation o NSDEP World Trade Frameg\l/vork
omed Southeast Asian Organization 2018-2030
Nations (ASEAN) (WTO)
Forest Protection . : : )
Polic |2:005.t F2007i r%lg(t)i%nal 2010: Decree No.  2011: Creation  Future:
y orestry 0[93 Adaptation  SS3/NAdefines - of Department Institutional
;Sgrsa;%% aw Program of Actigiiteria orforest  of Forest  building s st
for CC protection Preservation in progress
Market for _‘ - - o - 2016: .-
Forest Product Stricter controls in Viethamand !_Ogglng operators, private - Concessions
orest Froducts Thailand displace deforestaion investors cicumnavigate ~ EXecutive  continue to be
to Lao legislation Order Ban given out.
on Logging
International O O g
Support forLao _2(?07: Lao 2011: Lao 2013: . 2015-2017: 2015-2017 future: Slow
Forests joins Forest  PDR Establishment Participatory Recognition of  implementation of
Cabon  selected as of REDD+ demarcation of biodiversity REDD+ remains a
Panpgrshlp FIP pilot Taskforce comidor areas comdorsinne  challenge.
Facility country policies Formation of OLDM
‘ Barrier Enabler Slight support O Diectntenenton

from project

Deforestation in Ban Khangkao, Houameuang district. Source: Koch, s. 2017.

“The approach the projectis taking is a landscape-scale, the project is covering alarge portion of the Southern area of the country. These corridor areas would be adapted, having
the potential for scaling up.”

- Richard Hackman, PES Consultant
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Lessons of Design

Transformational Design Features Relationshipto TMAs Design Takeaways

1 Challenges and opportunities. Villagers in Lao are key partrers inthe - A project’s theory of change ~ The rationale behind
safeguarding of forests — often, they are regarded as the most mportant  can provide detailed causal ~ placing villagers at the
of al stekeholders to involve in REDD+ efforts. An imperative reality to . 2ins with explicitassumptions center of resource

acknowledge is that for these villagers, poverty is one of the most acute to help guide activities and ther ownership and forest
problems and concerns; for them, “being poor” means to lack labor and . o .
phasing. Identifying the set of  safeguarding, was made

having to beg for a living. . i ; )
. T o . actions thatmustbe setin possible by the layingout
At the same time, a signfficant part of deforestation in the countty is  motion in order to gear different of a clear set of causa

precisely driven by socio-economic fectors such as poverty (among ... ; ;
e . o ponentstowards agiven  chains that mapped key
others). Therefore, the provision of labor and improvement of living s L . .
standards in Villages is raised as a relevant variable to consider in gg;ﬁgﬂf’\i’gl %gltsrsfgg?éi;;m dg;’:r:;éﬁsiimgttzsgs’am
tackling deforestationand forest degradation. 1eving I's goals € - P 1y neg
This is also conduciveto a externalities. A

Transformative design towards sustainability and systemic change. clearer communicationwith  systematic and explicit
In order to address a key drver of deforestation, the project nclided gty eholders, promoting better logic model or theory of
support for livelihoods through improvement of cash crops cultivation and : .

. o . ! understanding and buy-in. change canlead to
agro-business development; while doing so, it also acknowlkdged a imoroved desion and
potentially negative extemalty from this activity, such as the Participatoryland use planning, hp . b 'dg .
intensffication of land use dedicated to faming. As part of the the provision ofland certificates P o9 oY ! entifying
intervention's rationale, project designers placed as a fist step andthe establishmentof activities that are
participatory land use plaming, as a second step guaranteed access 10 natroling teams, as consistently planned
land (a capped amount), and as a third step improved enforcement counterbalanoeéto supportfor towards and outputand

through patrolling, all which serve to counterbalance the livelihood Lo ensuring there are checks
t ofthe praiect. agro-based livelihoods, offers
component of the project an example of how the project and balances around key
assumptions that could

Preliminary resuts suggest land certification has been empowering for o, develop appropriate . . (
local communities, who will now be able to increase their income through  incentives to shift mindsets—at 160Pardize the rationale
improved cash crops; a more explict ownership over local resources has behind a project. Thisis
endowed them with an enlarged sense of responsibility that positively . likely to takeinterventions
spillovers towards patroling activities, reinforcing project outcomes. 222 gﬁ!‘éi;‘zxmm??aesebe”eﬁts closer to conditions that

This logical arangement among comporents has thus given ncentives to qwnership overthe taskof ~ re Consistent with
develop appropriation and social commitment, while also placing restraint safeguarding forests expected outcomes.
in the use of local resources; both aspects act in favor of overall ’
sustainability in the project.

a community level- sovillagers

2 Challenges and opportunities. The project has faced delays partly Implementation arrangements,  For complex operations,
attributable to problems in coordinating the livelihood's component ~such as those within Feasibility project implementation

sewvice provider with other project teams. This has resutted in high Studies, should optimize arrangements mustgo
transaction costs, accounting for 50% overheads to camy out coordinationamong components, beyond defining the role of
implementation. making it clear when the executing agercies and be

. . . C . complexity ofthe projector explicit about the role of
Dfesgn b?meg. II:“SII pro;ectTlrs] still in th”e Q[rort:essﬂ:)f Ef‘ddmfts'ng th? program calls for a dedicated service providers as well. It
alorementioned challenge. The case HlIustrales e Imporance Ot pya yhat can make inter- may be worth toconsider the

appropriate arrangements and communication channels among all
implementers, for service providers to identify their role within the
larger scope of the intervention and follow a clear line of command.
Other experiences suggest that overheads may be reduced, and
communication optimized by selecting a sole service provider as the
core implementer, and adding external expertise as needed.

component communication more allocation of “project

clear, efficientand less costly. In  managementand support
smaller projects, overheadsmay resources” tohiring a

be reduced by selectinga sole  dedicated PMO, with the
service-provider with theclear  specific mandate to expedite
responsibility tocoordinate processes and give
different angles of an intervention coherence to all components
and add technical expertise on-  under implementation.
demand.
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Transformational Design Features

Challenges and opportunities. Studies on the feasibility of a
Payment for Ecosystem Sewices (PES) in Lao had been
carried out before, deeming Lactian policy and market
envionments not mature enough for a successful
implementation. For this component to be advanced in a
realistic and sustainable way within the context of FIP-AF, the
project needed to identify private sector arrangements and law-
enforcement conditions to support it.

Design barrier. This chalenge is yet to be addressed in an
effective way. As with previous attempts to introduce PES, this
comporent faced an envionment that did not enable its
implementation: lack of proper legislation and of traceable
concessionary agreements with hydropower companies make it
difficult to effectively adapt the model to the local context.
Recent assessments indicate the political will for placing
adequate incentives for PES in the Lactian policy framework is
yet lacking®.

The relevance and need for a market approach to make forest
management activities sustainable in the long tem in Laos is
clear. It may be posed that the project could have adjusted its
rationale to tackle enabling condtions rather than a direct
implementationof PES.

5 A specific assessment that seeks to draw further lessons for this experience is in
process of being completed (mid 2019).

Relationshipto TMAs

The theory of change lacked
explicit assumptions aboutthe
market or policy readiness for
PES, possibly causingthe project
to place insufficientemphasis on
the enabling conditions needed
before advancing to an
implementationphase. A more
robust market analysis could
reveal whether the necessary
regulatory framework and market
conditions were in place forPES.

This exampk illustrates how an
MLP-based assessment could
be useful in providing project
officials witha systematic
assessmentto identify whether
regime and landscape dynamics
are supportive ornotof a
developmentsuch as PES. At
regime level, barriers and
counter-productive dynamics may
need to be confronted and
phased out before this innovation
can break in.
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Design Takeaways

Some projects seek
transformational change by
building on already enabling
conditions (they “ride the
wave”); others may find their
transformational role in the
creation of enabling
conditions, which may not
always resutt in highly visible
transformation butare
nonetheless necessary steps.

Climate investments should
be clear and upfront (in their
rationale or logic model)
about the TrC rolethey aim
to play, consistentwith the
‘readiness” there is for their
ultimate objective. On this
basis, they can keep redlistic
expectations about the work
being done towards
achieving transformational
change.

Forest village discussions. Source: Koch, S. 2014.

“We have been able to get the communities to move to ANR ina reasonablearea. [...] Villagers are now patrolling and looking out for that area and reporting
issues. We've never seen this before.” — Kevin Smith, Project Implementation Consultant Team Leader
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Transformational Design Features Relationshipto TMAs Design Takeaways

4 Challenges and opportunities. Forest protection and surveillance activities  Effective stakeholder Relevant projectand

in Lao within the BCC pmject began in 2011, and the FIP AP has beenused consultation with program design (reflected
to enhance them since 2017, by coordinating the communities into patrolling government and in concrete activities
teams, providing blueprints for local regulation and capacity-building. In partner international included in the logic mode!

parallel, technology development for land use monitoring has been donors allowed project  ortheory of change) can
advancing worldwide: in 2015, trplecubesat miniature satellites were designers toinsertFIP  be enhanced by MLP-led

introduced to this market, achieving momentous scaling-up by the year activitiesin a highly stakeholder consultation
20188, Also in paralkel, the government of Lao introduced a ban on logging relevant forest and market assessments.
which is supportive of forest protection enforcement. management These should be geared
Transformative solution towards relevance and systemic change. FIP- szt;ssctc;r;tw:ler?othere towards revealing spaces
AF has been apt in aligning its activities with a series of transformations \rléinfor%% or:J c|)t|}r/1 with catalytic potential due
happenig in the: regulztory, governarce, and technological arenas of Laos .~ - 9 dg to their alignment with
forestry sector; this seems to be increasing the likelihoad of this nvestment g‘rg‘s’\;ir'sgzs” Conclutrrent teffthno:ogcal,
playing a transformationa role in the country’s efforts to tackle deforestation. . . regutatory, cuitura

In particular, the land use zoning and patroling components of FIP-AF are gz:ja:gfnﬁzd practices  developments.

activities that have laid groundwork that appear likely to enhance the impact
of futher innovations/changes related to forest protection and surveillance.
As mentioned, a case in point are triplecubesat miniature satellites, which
have been identified by various international donors in Lao as a technology
that could muttiply the effectiveness of land use monitoring that is already
taking place in the context of REDD+. In this sense, BCC and FIP-AF have
been timely in ther focus on establishing zonings and empowering
communtties in their enforcement; thanks to the possibility of building upon
this work, the deployment of this new technology in targeted communtties
seems to be more likely to play a catalytic role in enhancing forest monitoring
activities. Further linkages are being, with the potential to Further enabling they're quite enthused... Villagers really do
condtions are being promoted through additional regulatory and governance wantthe forestto be there for their children” —
develbpments. In 2016, the government of Lao established a ban that Kevin Smith, Project Implementation
provides greater legal basis to act upon environmental crimes. Also, stronger Consultant Team Leader
linkages for improved monitoring are being promoted through the

establishment of an inter-donor Operational Logging and Deforestation

Monttoring System. Thus, interventions are showing complementary and

reinforcing dynamics towards greater transformations, increasing PFSES’

relevance and potential for systemic change.

“Atthe community level, it's significant [a shift
in mindset]. When you goto the farmers,

& Planet Labs, a private earthimaging company thatdesigns and manufacturesthis technology, has launched over 300 min-satelites around the world. They are serving to image the
entirety of the planet on a daily basis in order to monitor changes and pinpoint trends.

Key Tools, Methods and Approaches

TMA Found in

1. Feasibility Study including stakeholder

mapping, theory of change, sector, ADB. 2013. Feasibility Study: Amending the scope of the ‘Biodiversity Conservation Corridors (BCC)
institutional, livelihoods, and economic Projectin Lao PDR to accommodate additional financing from the Forest Investment Program (FIP).
assessment.

2. Stakeholderengagement Participatory land-use planning and capacity-buiding activities.

3. Theory of Change, training, institutionaland Law Enforcement and Patrolling Plan 2015-2018 (draft). Department of Forest Resource Management
regulatory arrangements. Ministry of Natural Resources And Environment.
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Program Description

This public Clean Techndogy Fund (CTF) Program aimed at
financing the procurement of a pilot fleet of clean technology
vehicles for the Integrated Public Transport System (SITP) in
Bogota.

CTF funds were loaned to Bancoldex, who acted as the source of
finance for local finance institutions (LFl) in charge of offering the
loans directly to SITP concessionaires. Bancoldex and the LFls
cofinance each one of the vehicles in equal parts. The loans are
offered to concessionaires under attractive financial condiions,

. . . . Transmilenio Unit. Photo by Alcaldia Mayor de Bogota, 2014
which contributes to compensate the upfront price difference of Y ¢ %

clean technology vehicles vis-a-vis conventional buses. Key Indicators
Indicator? Baseline Target
Number of clean technology buses 0 282
Role of the Climate Investment Funds (CIF) financed through the Program
Through the CTF, the CIF offered a US $40 million concessiona  Operating costs (USS) 472885250 439,752215
loan, which due to the cofinancing mechanism was expected to  Local Pollution (particulate matter, 360.26 14471
leverage an additional US $40millioninvestment from LFs. tonsfyear) ' '
GHG emissions (CO;, tons/year) 528,773 470,662
Current Status Number of peoplewithdaily access g7 945 5 045299

- — to low-carbon publictransportation
Bancoldex utilzed $18'6M of the $4OM of CTF resources to aBaseline 2013 considers costs and emissions of 460 conventional buses; Target

finance 180 .hybrid buses. In addition, 157 hybrid buses were 2017 considers costs and emissions of 282 clean chndogy buses ( 1.6:1
purchased without CTF resources, as a direct consequence of  replacement facor).

program implementation.’

The program was closedin December 2018. Financing
CTF,loan US$40 million
LFI, matchingloan US$40 million

Design Features with Transformational Change (TrC) Potential

A previous and wider transformational change in the public transit in Bogota (SITP) gave loca dofficials the attribution to
Q‘ﬁ define criteria for vehicle operation. By seizing this opportuntty, this Program successfully advocated in favor of low-carbon
technology procurement, further advancing an angle of systemic change. It didso throughthe creation of a mechanism that
Lae enabled a type of finance for clean buses that was not available before and paired it with the use of new local
govemment facuties, enabling a shift in decision-making towards hybrids as a vaid and viable option. The
dissemination of evidence-based potential benefits from clean technologies further faciltated a change in mindsets
from end users.

..‘.f. This Program offered a proof-of-concept for the adoption of clean technologies at a right time when market prices allowed

A hybrid buses to be financially competitive with conventional technology. As a first step in this direction, the

Scale demonstfration potential of this investment faciitated the procurement of 157 addiional clean buses in Bogota without
support from IDB Group.

"These buses constitute today the largest fleet of hybrid buses in Latin America. The program could not execute the remaining resources due to acombination of
factors, including the devaluation of the peso, the financial situetion of he concessionaires, the over-exposure of the Colombian financial sector to the urban transport
sector, and the lack of a spedific quota for cleanbusesin the tnders issued by Transmilenio.
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Timeline of Coevolutionary Processes

This Program piggybacked on a major intiative to reform Bogotd's transportation system: the adoption of the Integrated Public Transport
System (SITP). The SITP introduced significant changes, such as bringing all transport fares into a unified payment system and
substituting the individual operating license model for one based on zonal concessions to transportation sewvice companies. As part of
refom, the SITP required buses older than 12 years to be removed from the fleet, which created a demand for new vehicles. Also, it
allowed the mayorship of Bogota (MoB) to define the characteristics that buses for each route should comply with. These factors created a
window of opportunity which the Program seized to propel a shift towards low-carbontransport technologies.

In addtion to the SITP adoption, two other factors laid the groundwork for the Program: 1) the approval of the Plan de Ascenso
Tecnoldgico, through which the MoB set clean technology buses as a political priority, and 2) the implementation of a regional study
(financed by IDB) to evaluate environmental performance and financial feasibility of electric and hybrid buses in four cities in Latin America

—one of which was Bogota.
2009 2019 2020
SITP and 2009. Decree  2010. SITP 2013. Decree 477 to present the Plan 2018. Bus concessionaires face
requlation 309 to adopt  adoption de Ascenso Tecnoldgico, establishing financial challenges, which could
eguiatio the SITP begins clean tech buses as a govemment slow the complefion of SITPand the

priority shift towards clean technologies

Technology 2009. Bus fleet is 2012. Bus manufacturers  2013. Analyses identify thathybrid 2020. Clean tech prices
availability entirely conventional, take clean tech buses b  buses are the most efficient (particularly for electric

and clean tech is not ~ Colombia for bus operators altemative for Bogota* buses) are expected to
available in Colombia  to test* decrease
Finance 2009. Loans for clean 2010. Approval of  2013. Approval of CTF  2017. 2020. Program expects to
availability technology procurement CTF Investment  makes $US 80 million ~ Programis increase LF| loan offer for
are not widely available for ~ Plan available fornew tech  completed clean tech procurement
transport concessionaires procurement

. Barrier Enabler Siightsupport O D}rectm%ew",’entm contribution from
program

* These events_occur during the realization of the study Hybrid - Electric Bus Test Program in Latin America,
carried out by C40, ISSRC and the Clinton Climate Initiative, with financial support from IDB.

Lessons of Design

Transformational Design Features Relationshipto TMAs Design takeaways
1 Challenges or opportunities. There was a lack of incentives for ~ Through the The capacity toshift
traditional transport sewice providers to switch to low carbon Programmatic decision-making towards

technologies. Perceived benefits for the service providers were not ~ Approach-expressed  low-carbon alternatives as
attractive enough to trigger a spontaneous vehicle substitution, and no  inthe CTF Investment  avalid and viable part of

external factors limited the use of their conventional vehicles. Plan-the Government  the system, wastiedto the

Transformative solution towards systemic change. The Program  Of Colombia utilzedits  Program's capacity to

piggybacked on a major transformation of Bogoté's public transport know-how ofn_atlonal identify (W'thm ongoing

system: the creation of the Integrated Public Transport System (SITP). and local policies, transforma.\tlms).

Among otherchanges, SITP gave the local government the attribution to stakeholde:selmd i ?pri)r(])rtunlftlestom(tjr?duce

define how many buses and what type of technology would operate in %Zvn?irfr;/ ";ig spe?;:ao I:verzgfo%r;nc;i:g 0

each area. This elementwas sezed by the Program tofuthermodify the . . . ;I

system configuration and advariye the gprocuremen’[ of gllean wmdow c.)f.opportumty relatlonshlpsywth key.

technologies. Working with local officials, it designed mechanisms to o |ncent|\{|ze clean stakgholdersmvolved n
technologies. making the change possible.

pilot hybrid technologies. This shift in the consideration of
altenatives and decision-making resulted in the effective piloting of
these techndogies todemonstrate their viability and benefits.
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Transformational Design Features

7 Challenges and opportunities. Transit operators, and to some

degree government officials, were uncertain about the adequacy of
the clean technologies being proposed. There were no studies
that demonstrated the GHG emissions reduction potential of these
technologies in Latin American cities, and operators had doubts
about whether the technologies would be capable of meeting their
needs — and of doing so in a cost<fficientway.

Transformative solution towards systemic change. The
Investment Plan identified possible stakeholder resistance towards
the adoption of clean technologies and conceived two main
mitigation measures: a)the use of a feasibility study to gather
data; and b) an early engagement withstakeholders, to understand
concerns and ease mindset shifts towards technology adoption.

IDB supported an environmental feasibility study (carried out by
C40, in collaboration with the Clinton Climate Initiative and ISSRC)
to test the potential of clean technology buses for GHG emissions
reduction. The study assessed environmental impact on site and
did so by involving bus operators in the process, as a way to
increase their familiarity with clean technologies. Operators were
able to experience the technolgies in their city, see their
implementation in other counties, and meet with bus
manufacturers to identify business opportunities. Addtionally, cost-
benefit analyses were carried out to demonstrate financial
feasibilty of investments, and overall economic benefits for
operators and local governments. Data and participatory activities
worked hand in hand to generate systemic changes in mindsets
towards clean techndogies.

Relationshipto TMAs

ARisk Assessment
identified early on the need
for certainty in potentil
benefits and an early
stakeholder engagement.

In consequence, a
Feasibility Study to
demonstrate true GHG
reduction potential within
mayor Latin American cities
(including Bogota) was critical
to verify the relevance of the
program. Accompanied by
economic (cost-benefit)
analysis, all necessary data
to support envionmental and
economic benefits was
obtained.

Stakeholder Engagement in
the studies andtestsalso
helped overcome mindset
barriers early on.
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Design Takeaways

Evidence-based potenfial
benefits from low cabon
technology adoption was
made possible through on-
site testing and
measurement. This direct
experience under local
conditions proved to be an
effective way tomitigate the
risk of financing low-return
solutions, and built credibiity
around an unfamiliar
innovation.

Identifyingrisks at
Investment Plan level allows
stakeholders toidentify
necessary support useful to
engage possible detractors.

“The project generated confidence in
new technologies. Before, [bus
operators] only used diesel-based
vehicles with undesirable
performance and environmental
standards.” - Carlos Mojica, IDB

Challenges and opportunities. Concessionaire companies were
largely created by previous bus operators in the process of
adapting to the SITP. Acquiring clean technologies required
significant upfront investments; a lack of credit history posed a
barrier towards access tofinance from commercial banks.

Transformative solution towards systemic change. CTF funds
were channeled to commercial banks through Bancéldex, and
commercial barks offered the loans to the end users
(concessionaire companies). CTF funds could be used to fund up
to 50% of the final loan offered to the end users, so commercial
banks warting to access the concessional finance had to match
the amount of resources offered by the CTF. The concessional
finance offered by CTF benefited commercial banks through lower
interest rates and risk sharing. As a result, the program effectively
doubled the amount of resources available to end users and
addressed a systemic barrier by opening commercial banks to
financing clean technology procurements.

A Market Analysis ofthe
financial sector was carried
out to identify general
characteristics and trends
of local financing agencies.
Stakeholder Consultations,
brought to the table key
players in the market, who
expressed their concerns and
opened spaces to findways
to address them. allowed
IDB to identify and
straightforwardly address
issues limiting credit offering
by commercial banks.

The creation of a
mechanismthat enablesa
type of finance for clean
buses that was not
availablebefore was

possible through a clear
articulation of the main

market barrier for this
carbon solution.

Market Analyses paired up
with Stakehdder
Consultations, can oftengo
beyond a mere assessment,
and become powerful
vehicles to create networks
that articulate problems and
solutions.
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Transformational Design Features

/. Challenges and opportunifies. High prices of clean

technologies and Government’s financial constraints made
widespread adoption of hybrid-electric vehicles in Bogota to be
seen as off the table from the start Aso, transport
concessionaires had well-established, stable practices with
standard diesel buses; even i financial aspects were provided
for, transitioning towards clean technologies faced resistance to
change.

Transformative solution towards scale. Through a risk
assessment carried out at the Investment Plan phase, the
financial inability to shift the entire transport system towards
clean technologies was idertified early on. Possible resistance
from transport operators also emerged as a challenge. In order
to tackle the latter and startt setting the ground for future,
systemic transformations, the program embraced its own role as
an intial stepping stone towards the objctive of demonstrating
that cleaner technologies were capable of providng much
needed environmenta benefits, while still fuffilling the needs of
public transportation in Bogota. Thus, the use of intermediate
yet feasible solutions towards deep systemic change,
sought to prepare mindsets for a smooth adoption of clean
technologies, once market prices allowed it.

Key Tools, Methods and Approaches (TMAs)

TMA Found in

Relationshipto TMAs

The Risk Assessment
ensured that expectations
were adequately set, asto
avoid ill perceptions that
could hinder future
technologica deployment.
Also, it allowed to focus the
program on one of the
transformative impacts that
the larger program rationale
had to tackle through the
theory of change: preparing
mindsets for deeper and
broader technological shifts.
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Design Takeaways

Justifying the value of this
Program’s demonstrative
effect as afirst step forlarger
transformations, was made
possible by identifyingrisks
early on and using themto
ground expectations about the
scale of the expected outcome.
This protected the credibility of
the investmentand allowedto
strengthen risky areas in order
to set a good precedent.

Project rationales about
transformative impacts that go
beyond the reach ofa single
project and embrace reasonable
hypotheses of future market
shifts (in this case, technology
prices) can help governments
and project leads to break down
complex transformations, and
incrementally start setting the
ground for further and deeper
change.

1. Stakeholder Engagement California, USA.

2. Feasibility Study California, USA.

3. Risk assessment
4. Logic Model

IDB (2013). Loan Proposal. Washington D.C., USA.
IDB (2013). Loan Proposal. Washington D.C., USA.

ISSRC-IDB-C40-Clinton Climate Initiative (2013). Hybrid - Electric Bus Test Programin Latin America. Final Report.

ISSRC-IDB-C40-Clinton Climate Initiative (2013). Hybrid - Electric Bus Test Programin Latin America. Final Report.

BASE-IDB (May 2013). Andlisis Econémico para el financiamiento de autobuses Hibridos y Eléctricos en elmarco del

5. Cost Benefit Analysis

“Sistema Integrado de Transporte”de la ciudad de Bogota. Washington D.C., USA.

Universidad de los Andes (Feb 2013). Cost-Benefit Analysis of the Funding Program for the Technological

6. Cost Benefit Analysis

Gas (GHG) Emissions Reduction. Bogota, Colombia.

Transformation of the Integrated Public Transportation System (SITP) of Bogota CO-L1096 and Potential Greenhouse
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